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SIR EDMUND COMPTON 


1 third secretary at the Treasury, who on October 1 1s to become Comp- 
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A Financial Notebook 








Barclays Enters H/P Finance 
[HE banks have been quick to see 
that one effect of Mr Amory’s re- 
laxations, examined in detail in our 
opening article, is to give them a 
green light for entry into the sphere 
of hire-purchase finance should they 
wish to do so. First off the mark is 
Barclays Bank, with a major scheme 
evidently matured well beforehand, 
in hopes of the Chancellor’s signal. 
On July 25 the bank announced that 
it had entered into an agreement 
with the largest of the hire-pur- 
chase finance houses, the United 
Dominions Trust, to subscribe for a 
new issue of f1 million of the 
Trust’s ordinary stock at a price of 
{4 per {1 unit. Since the existing 
ordinary capital of the ‘Trust 1s 
{3 millions, the bank will secure a 
25 per cent interest in the equity 
(and the Trust will secure an addi- 
tional £4 millions in cash). I[t will 
appoint one director to the board, 
but it “‘ will not participate in any 
way in the conduct of the business, 
which will remain entirely separate 
and independent as_ heretofore ”’ 
Arrangements are being made _ to 
enable Barclays’ Scottish afhliate, 
the British Linen Bank, to partici- 
pate in the investment. 

Barclays thus becomes the first of 
the big English banks to take a stake 
in the hire-purchase field, but it 
does so in a very different fashion 
from that often assumed in public 
discussion, and different, too, from 
that employed in the very first move 
in Great Britain——the acquisition by 


4%] 


the Commercial Bank of Scotland 
of two existing finance companies 
which thus became 100 per cent 
subsidiaries. ‘Those companies, inci- 
dentally, will come within the sphere 

though not within the formal 
control—of Lloyds Bank, if and 
when its own Scottish subsidiary, 
the National Bank of Scotland, is, 
as proposed, merged with the Com- 
mercial Bank. 

As was evident from its chairman’s 
last annual statement, Barclays takes 
the view that banking and _hire- 
purchase financing should be kept 
distinct, that they call for different 
kinds of training and experience, 
and that it would not be right for 
banking funds and banking per- 
sonnel to be directly engaged. As 
one example of the practical dif- 
ference, it is pointed out that the 
banker as lender traditionally looks 
first to the customer (albeit usually 
with some collateral), whereas hire- 
purchase financiers look first to the 
security and may have no know- 
ledge of the customer. With these 
principles in mind, Barclays is careful 
to take only a minority interest. It 
is a commendable restraint; but 
why, then, did it consider it neces- 
sary to participate at all ? 


Banks’ Half Year 

The rising trend of bank deposits, 
which had been briefly interrupted in 
May, was sharply accentuated in the 
final period of the banks’ half-year. 
In the six and a half weeks to end- 
June aggregate net deposits of the 
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clearing banks jumped by £206 
millions, by far the largest rise ever 
experienced at this season. ‘The 
corresponding movement in 1957 
was {184 millions, a record in tts 
turn; but the rises in 1956 and 1955 
had been no more than {111 millions 
and £68 millions respectively. ‘The 
seasonally adjusted index compiled 
by Lloyds Bank thus much more 
than offset its previous month’s 
decline, rising by 1.6 to 110.9 (1948 
100), or to only 1 per cent below 
the all-time peak touched before 
the anti-inflationary monetary policy 
was opened in 1955. 

Over the half-year, however, the 
trend was less expansionary than in 
the first half of 1957, when Govern- 
ment funding policy was halted by 
the demoralization of gilt-edged that 
marked the onset of the crisis. As 
the accompanying table shows, net 
deposits declined during the six 
months by {191 millions, or by 
£50 millions more than in 1957— 
but by much less than in the similar 
periods of the two preceding vears. 


The major source of this credit 
June, 
1957* 
{mn 
Deposits - 6,489.9 
‘Net ” Depositst 6,163.5 
Liquid Assets 2,166.4 
33.4 
Cash 517.0 » 
SO 
Call money - +4 446.2 
6.9 
Treasury bills 1,054.8 
16.3 
Other bills - wi 148.4 
2.3 
** Risk ”’ Assets 4068 .6 
62.7 
Investments 1,988.8 
30.6 
Advances. . 2,079.8 
32. 0 
To State Boards - a7. 
Others .. 2.0223 






























expansion appears to have been the 
needs of the central government, in 
spite of the continued drive for 
funding. The banks’ aggregate liquid 
assets have, admittedly, contracted 
much more sharply than they did 
in the first half of 1957—by {£474 
millions, compared with £325 mil- 
lions. But part of this difference 
arose from the sharp decline in port- 
folios of commercial bills (which had 
been rising in 1957), while the re- 
mainder is in effect accounted for 
by the major change that has occurred 
in bank investment policy since the 
steep rise in interest rates promised 
a revival of the gilt-edged market. 
In the first half of last year bank 
investment portfolios expanded by 
only £8 millions; but in the second 
half they rose by £60 millions, and 
in this past half-year by £133 
millions. It can be assumed that 
these securities have been acquired, 
directly or indirectly, from Govern- 
ment sources, so that, in the absence 
of this change in bank investment 
policy, the ‘Treasury’s borrowings 
from the banking system on Treasury 


C mange since 


June, May 21, End- 

1958* 19538 1957 1957 
{mn {mn {mn {mn 
6,668.9 | 257.6 — 260.4 178.7 
6,325.0 205.6 —190.8 161.5 
2,190.5 111.9 473.5 24.1 

32.8 
549.8 19.4 50.7 32.8 
8.3 
425.8 14.2 — 99.6 — 20.4 
O.. 
1,111.6 86.0 291.3 56.7 
16.7 
103.3 —- 7.7 31.8 — 45.1 
i .d 
4,210.9 86.0 281.2 142.3 
63.1 
2,181.4 18.1 132.7 1192.6 
LY Oy i 
2,029.5 67.9 ~ 148.5 —- 50.3 
30.4 
70.7 7.6 —- 8.1 73.2 
1,958 .8 60.3 156.6 —- 63.3 


* Italic are s beneath asset totals are percentages of published deposits. 
+ After deducting items in course of collection. 
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bills would have been correspond- 
ingly larger. In any case, the clearing 
banks have not, as T’he Banker pointed 
out last month, felt the full force of 
the borrowings in this form: the 
contraction of the tender issue of 
bills in the first half of this year, at 
£150 millions, was the smallest of 
recent years, and contrasted very 
sharply with the exceptional decline 
that occurred in the first half of 1957. 


Why Deposits Rose More 


The reason for this greater recourse 
to floating debt, 1n spite of the drive 
for funding and the more propitious 
climate in the gilt-edged market 
during most of the half-year, does 
not emerge from the disclosed figures 
of the Government’s domestic 
finances. ‘The Treasury’s cash sur- 
plus, after allowing for net outgoings 
on tax certificates and “small ”’ 
savings taken as a whole, and for 
smaller receipts for the note issue 
(which has been rising much less 
rapidly than in 1957), was only some 
{30 millions smaller than in the 
similar period last year. ‘The pressure 
on floating debt and upon bank 
finance therefore suggests that the 
net ‘‘ funding ”’ sales of stock, after 
allowing for maturities, have not 
been sufficient to match the rising 
demands for the sterling financing 
of Britain’s external surplus. 

The increase in aggregate bank 
advances over the half-year was not 
very different from last year’s, but 
the decline in borrowings by the 
nationalized industries was sub- 
stantially less; hence the expansion 
of advances to other borrowers, by 
156 millions, fell well short of the 


{ 
large increase recorded in the first 
half of 1957. The rise was accentu- 
ated during the final 64 weeks of 
this latest period, when total ad- 
vances rose by £68 millions and 
those to “other” borrowers by 
{60 millions. It seems probable, 
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however, that a considerable part of 
this latter movement simply reflected 
the half-year-end’s swelling of the 
distorting intra-bank clearing items. 

The return of the banks to the 
gilt-edged market at a time when 
advances were rising has naturally 
resulted in a contraction of liquidity 
ratios. Although aggregate liquid 
assets have been slightly increased 
over the past year (in spite of a 
£45 millions contraction in holdings 
of commercial bills), the average 
liquidity ratio has dropped to 32.8 
per cent, the lowest mid-year figure 
since the liquidity squeeze of 1955. 
As can be seen from our regular 
tables on page 546, the banks have 
not all been equally prepared to re- 
build investment portfolios at the 
expense of liquidity. One-third of 
the aggregate net purchases of in- 
vestments over the past twelve 
months has been attributable to 
Lloyds Bank, which now shows the 
lowest liquidity ratio, at 31.2 per cent. 
The Midland Bank, on the other 
hand, has made the smallest addi- 
tion to its investment portfolio, and 
records the highest liquidity among 
the Big Five, at 34.0 per cent. That 
bank is now the only English bank 
to show any remaining depreciation 
on its Government securities; the 
margin is 1.1 per cent. The Mid- 
land Bank, however, had not sold 
investments throughout the whole 
phase of strain since 1955; nor has 
it effected any writing down at all 
since the new valuation formula was 
then introduced. 

All the banks, as expected, kept 
their interim dividends unchanged, 
or at the levels indicated at the time 
of their capital reorganizations. Bank 
profits have been under pressure 
from the switch from current to 
deposit accounts, and the average 
level of advances has fallen; on the 
other hand, the appreciation of gilt- 
edged portfolios has provided relief. 
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Sterling’s Underlying Strength 


Britain’s gold and dollar reserves 
still showed a rise in June, by $37 
millions; and this ninth successive 
monthly increase brought the gain 
since September to $1,226 millions, 


and the total to $3,076 millions. 
Fortified by this cushion, sterling 
has in recent weeks been confronted 


with the twin pressures of seasonal 
commercial demands and _ psycho- 
logical fears produced by the upset 
in the Middle East. Sterling’s per- 
formance in the face of these pres- 
sures is discussed in our leading 
article. 

The adverse seasonal influences 
were apparent already in June. As 
our regular table on page 548 shows, 
the increase in the reserves was 
notably smaller than in_ earlier 
months; and the figures did not 
reflect the month’s large deficit, of 
£25 millions with the European 
Payments Union (of which {2 mil- 
lions reflected a half-yearly payment 
of interest on Britain’s debt to the 
Union). In accordance with the 
usual fortnight’s delay in settlement, 
this involved a gold payment of $53 
millions in July, which will depress 
the gold figures to be published 
early this month. On the other 
hand, some $27 millions was paid in 
June in gold settlement of the May 
surplus, and at the end of the month 
Britain paid some $6 millions of 
interest on the loan portion of Mar- 
shall Aid (as well as the regular 
quarterly instalment of $73 millions 
on Canada’s wartime loan, which is 
not usually counted as a “ special 
item’). Allowing for these factors, 
the ‘true’ June surplus on a cur- 
rent basis was $17 millions, 
pared with an average of nearly $150 
millions in the first five months of 
1958. 

The returns of 


Com- 


Britain's trade 


shipments 1n June also showed a 
deterioration, 


marked but this was 


just 
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in large part a result of the stoppage 
in the London docks; exports in 
June dropped by £64 millions to 
£224 millions, and some {40 mil- 
lions of the fall is attributed to 
strike delays. This loss accounted 
for about one-half of the fall, by 

per cent, in the value of exports 
in the first six months of 1958. In 
the first three months of this period, 
the total value of world trade dropped 


by 8 per cent; but three-quarters of 


this fall was attributable to the fall 
in the value of raw materials in 
world trade. Britain’s imports in 
the first half of this year were some 
12 per cent lower in value than in 
the first half of 1957, but the under- 
lying fall (allowing for strikes and 
delays caused by the Suez blockage) 
was probably about 9 per cent. 
The upshot has been a quite ex- 
ceptional performance. It is officially 
stated that the average monthly gap 
in January-June of [29.3 millions 
between imports valued c.i.f. and 
exports valued f.o.b. “seems certain”’, 


on a true payments basis, have 
produced an “ appreciable ”’ surplus 
on visible trade alone. No com- 


parable surplus has been seen since 
the war, nor indeed for many years 
before that. As there is no reason to 
expect any particular deterioration 1n 
invisible earnings, the surplus on all 
current payments in the six months 
may have matched the record surplus 
of £223 millions earned in the second 
half of 1950. 


Free Trade Indecision 

As we go to press, meetings have 
ended in Paris without firm 
decision on the future of the free 
trade area. On July 23, repre- 
sentatives of the six countries that 
are joined in the common market 
met to hammer out their common 
approach to be adopted at the meet- 
ings on the following days of the 
Maudling ministerial committee of 
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all OEEC countries, the body that 
has been charged with drawing up a 
draft plan for a free trade area. Mr 
Maudling had for months empha- 
sized the importance of securing 
agreement on essentials before the 


end of July and the beginning of 


the holiday season; for unless the 
plan for the free trade area is sub- 
stantially agreed by the new year, 
when the first liberalization of trade 
between the common market coun- 
tries becomes due, there is an evi- 
dent danger that the whole scheme 
for a wider association may fall to 
the ground. It had been suggested 
bv the Six that in the absence of 
agreement on a free trade area, the 
cuts of 10 per cent in tariffs among 
the Six could still be generalized to 
bring in the eleven ‘“ outside’”’ 
countries of OEEC. But this device 
is open to big objections. — First, 
the common market countries will 
not only be cutting tariffs but also 
raising quotas; secondly, a partial 
cut in tariffs in the absence of agree- 
ment on a free trade area would fall 
foul of the General Agreement on 
‘Taritts and ‘Trade. Hence Mr 
\Maudling was arguing strongly that 
heads of agreement should be settled 
at the July meetings of his com- 


mittee. No such agreement appears 
to have been achieved; but there 
was reassuring evidence of a some- 
what more constructive attitude on 
the part of France. 

Hitherto, the drag on the free 
trade negotiations has resulted al- 
most entirely from the obstruction- 
ism of France, whose traditional 
leanings towards protection have 
been reinforced by the weaknesses in 
its economy. France notified OKEC 
last month that it would be unable 
to fulfil its obligation to restore 
liberalization in its West European 
trade, one year after quotas were 
re-introduced in the wake of the 
exchange crisis. France had in fact 
proposed to tighten its import restric- 
tions in the second half of 1958, but 
under pressure from its partners it 
agreed not to do so. The immediate 
difficulties of the franc have been 
eased by the success of M. Pinay’s 
gold-indexed loan, which is _ esti- 
mated to have brought in gold worth 
some $170 millions from _ private 
hoards to the Bank of France. 


India’s Exchange Quest 


In the first week of July India’s 
foreign assets fell by Rs7 crores 
(£54 millions) to Rs 210.69 crores 
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(£158} millions), compared with 
Rs 450 crores (£3374 millions) at 
the corresponding date in 1957. 
The twelve months have seen a net 
loss in the reserves of £179} mil- 
lions, despite cash credits from the 
International Monetary Fund and 
the Export-Import Bank and loans 
from various other quarters tied to 
specific development projects. ‘The 
authorities in Delhi make no secret 
of their anxiety for the immediate 
future, particularly as there is very 
little they can now do on their own 
account—-short of formal default on 
payments due—to staunch the drain 
which, because of firm orders already 
placed for capital goods, is unlikely 
to ease up before next spring. Im- 
port cuts, amendment of the Reserve 
Bank Act, more stringent control of 
foreign expenditure other than for 
investment projects, an export drive 
and other measures have now done 
probably as much as they can be 
expected to do to slow up the drift 
to insolvency. Nothing short of 
substantial help from outside will 
prevent a breakdown, leading in- 
evitably to economic stagnation, in 
a few months’ time. | ; 

It appears that the plan, if there 
is one, is to seek a large, long-term 
dollar loan which it is presumed will 
take time to negotiate but might be 
completed towards the middle of, 
next year. Meanwhile, India hopes, 
the United Kingdom might provide, 
a short-term line of credit to be 
used when the Reserve Bank’s hold- 
ing of foreign assets (preponderantly 
sterling securities) approaches the 
statutory minimum of Rs 85 crores. 
The possibilities of an international 
operation are to be considered by a 
meeting between representatives of 
Britain, the United States, Germany 
and Japan in Washington at the end 
of August. 

Putting aside the past and all con- 
siderations of friendship and senti- 
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ment, the argument in favour of 
further UK aid would be that India 
is Britain’s fourth biggest customer, 
that Britain’s stake in the country 
is in every way considerable and 
that India’s economic prospects are 
basically sound. At the same time, 
Britain might wish to link any 
new credit with exports of British 
goods. Moreover, in considering 
further aid to India, Britain cannot 
disregard the claims of other Com- 
monwealth countries, in relation to 
its own limited resources. And it 
must take note that India has already 
accumulated a heavy burden of ex- 
ternal debt which will one day have 
to be liquidated. A recent statement 
in the New Delhi parliament dis- 
closed that between now and 1963-64 
Rs 428 crores ({320 millions) of 
loans and credits from abroad fall 
due for repayment. 


Interest Rate Adjustments 
The ‘Treasury announced last 
month a cut in rates on new short- 
term and medium-term loans by the 
Public Works Loan Board to lecal 
authorities; as usual, the adjustment 
is designed to align the official rates 
closer to those prevailing in the 
market. ‘The cuts follow those made 
in February; recent movements have 
been as follow: 
July Sept Feb July 


io, @m. 20, Bay 
1957 1957 1958 1958 


Period of Loans: 


Per cent 
l p to five years va 5? 74 63 34 
5-15 years .. = = 6; 63 64 
More than five vears 5} 6? 6} 64 


‘The new rates on short-term loans 
are rather low by market standards, 
but the PWLB does little business 
for the shorter periods. 

This adjustment to the general 
reduction in market rates follows 
that made in rates on tax reserve 
certificates, from 34 per cent tax 
free to 3} per cent in March and to 
3 per cent in June. 
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Middle East and 
Reflation 


‘HE new crisis in the Middle East, set off by the coup d'état in 
Iraq on July 13-14, has posed a new question mark over the 
economic scene. So far, the influence is little more than that 
of uncertainty in the face of unknown and scarcely calculable 
dangers. Economically as well as politically, there is no obvious parallel 
with the Suez crisis of 1956. As this issue goes to press, the City seems 
to be shrugging off the crisis, encouraged by the absence of an armed clash 
and by the uninterrupted flow of oil. But while British troops are in Jordan 
and American troops in Lebanon, the danger of a flare-up is likely to remain. 
In the same measure, a contingent threat remains over the economy. ‘The 
intrusion occurs at a particularly important stage of the economic cycle, so 
that its secondary economic repercussions could be especially significant. 

The world economy at present is exhibiting various degrees of mild 
recession; at the time of Suez, it was in the closing stages of a boom. Com- 
modity prices then had just begun their general downward course; recently, 
they have shown signs that the long decline may possibly be coming to an 
end. ‘Thus the inflationary impetus that international crises almost in- 
variably impart could now stimulate or help to stimulate a turn in the 
economic trend, rather than, as at the time of Suez, temporarily interrupt 
a trend. ‘This is not to say that it will. ‘The significant point, the one 
‘hard fact’ upon which the financial markets in Britain in the first week 
of the crisis were quick to fasten, is that even a minor and short-lived 
disturbance, if it leaves over a contingent danger of recurrence, could in 
Britain have a significant and possibly a decisive effect on the prime domestic 
economic issue of 1958: whether, when and how fast to take official steps 
to stimulate economic activity. At the least, in this context, the Middle 
East crisis affects timing. 

Thus far, the monetary authorities in Britain have taken three steps to 
ease the restraints on the economy, all of them of a moderate character and 
not unequivocally or exclusively “ expansionist’ in purpose. The Chan- 
cellor decided in mid-June to raise by one-half, instead of one-quarter, the 
initial tax allowances on capital expenditures. Shortly afterwards, the Bank 
of England made a further reduction of Bank rate, to 5 per cent, its level 
before the exchange crisis of last summer. Finally, early last month, the 
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authorities announced a far-ranging relaxation of official restraints on 
lending by the banks and through the capital market—-relaxations that 
were widely, though not necessarily correctly, interpreted as the end of the 
credit squeeze. ‘The relaxations were accompanied by provision for a new 
instrument of credit control, whereby the Bank of England would restrict 
bank liquidity by calling for ‘‘ special deposits’. This questionable device 
raises questions of the utmost significance concerning the principles by 


which monetary control in Britain is to be exercised. The issues of 


principle are fully discussed in the ensuing article, after a detailed descrip- 
tion and analysis of the new plan. In the context of immediate policy, the 
significance of the scheme lies in the motives of the authorities in announcing 
it—their concern to publicize that they are not leaving themselves without 
an instrument to counter any recrudescence of inflation. 

Ten days after these announcements, while the markets were still digesting 
the implications of the credit relaxations in the immediate term and the 
possible influence of special deposits for the future, and at the same time 
were looking to a further reduction in Bank rate, these ruminations were 
overwhelmed by the bombshell from Iraq. ‘The immediate impact, as was 
to be expected, was on oil shares and on sterling and gilt-edged; the fall 
in industrial shares was also sharp, but this was limited by the steadiness 
of Wall Street (the Dow Jones index of industrial stocks actually rose to a 
new peak), reflecting in part expectations that the crisis may stimulate the 
American economy and encourage inflation. At the same time, though 
less dramatically, a general hardening was experienced in world commodity 
prices—notably of copper and other non-ferrous metals, wool, rubber and 
sugar; though there was little change in freight rates. 

At the end of the first week of the crisis the market atmosphere was 
calmed by the assurances of the new Iraqi leaders that they would respect 
the country’s obligations towards foreign oil interests and by the absence 
of counter-moves—as distinct from vocal protests—by Russia. By July 25, 
the movements of the first week had been substantially reversed, but the 
change in atmosphere was larger than the net movement implied. The 
main indices of average commodity prices showed a significant rise; the 
Financial Times index of industrial shares, which had fallen 4.6 points to 
173.5, had fully regained that loss, ,but gilt-edged, which fell in the first 
week by up to 2 points, still showed a net fall. The transformation in 
the Bank rate prospect was sharply reflected at the Treasury bill tender 
on July 18, the rate recoiling by a jump of a full } per cent, the largest 
movement other than after a Bank rate increase since 1939; this followed 
the fall to a fraction over 4 per cent, at which a reduction in Bank rate to 
4} per cent had been almost fully discounted. 

The initial market movements comprised the classic manifestations of 
caution in the face of uncertainty. In particular, fears have been con- 
centrated on the repercussions of the crisis upon sterling, now in the midst 
of the phase of seasonal strain. So far, sterling’s resistance has been 
encouraging. The official rate on the US dollar fell from $2.803 to $2.80, 
and some official support was needed to prevent it from falling below the 
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parity; subsequently the rate rallied to $2.805. In the transferable markets, 
the rate dipped at one moment below $2.77, from $2.784, but it was 
reported that the authorities gave no support. Sterling’s most marked 
weakness continues to be against European currencies, particularly the 
D-mark. This weakness was apparent before the outbreak of the inter- 
national crisis, as evidenced in the very large deficit of £25 millions incurred 
in June with the European Payments Union, requiring a gold payment of 
$53 millions last month. 

A close measure of sterling’s performance in the face of the combination 
of seasonal and political strains should be provided early this month by the 
gold and EPU figures for July, suitably adjusted, of course, for the EPU 
payment in settlement of the June balance. As noted in detail on page 484, 
dollar payments outside EPU in June still yielded a substantial surplus, 
and the reserves rose a further $37 millions to $3,076 millions, a new high 
point since the Korean boom. ‘The remarkable rise in the reserves from 
last September’s nadir of $1,850 millions (of which $250 millions repre- 
sents the drawing on the Export-Import Bank) and the very large, almost 
certainly record, surplus achieved in Britain’s current payments, have 
provided an invaluable cushion with which to meet the temporary strains. 


America’s Upturn 


[n Whitehall and Threadneedle Street the primary economic response to 
the Middle East crisis must be that of caution—greater caution than has 
lately been evident in the markets. The danger of a flare-up, while it 
remains, marks a threat to sterling; and it injects some inflationary influence 
into the commodity markets and the general atmosphere. Consequently, 
this intrusion reinforces the argument that Britain should now wait upon 
the world economy before taking any further steps to encourage demand. 
That argument was already strong before the Middle East upheaval. The 
American economy, as is noted in our regular review on page 534, has 
given further signs that the bottom of the recession may have been passed: 
the index of industrial production rose in June for the second month in 
succession. America in the second half of 1958 could yet be a modestly 
expansionist element in the world economy rather than a contractionist one; 
and this must have its implications for policy in Britain. 

\t the same time, it is true, there are signs that in the European economies 
the cycle of recession may be starting. But the postulation here is a con- 
tingent one; and it seems very likely that European governments and 
central banks will seek to counter recession at an earlier stage than their 
American counterparts have done. In recent weeks, reductions in Bank 
rates have been announced by most countries in Western Europe—including 
Germany, where the rate is now 3 per cent. ‘The German Bundesbank, the 
arch-apostle of conservative finance, recognizes in its annual report that the 
slackening of exports has widened the margin for a “ non-inflationary 
expansion’ of the domestic economy. It adds that this course “ is prob- 
ably the chief contribution which the Federal Republic can at present 
make towards supporting the international business trend’. In Britain, 
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NEW GUIDE TO THE CIC 
I—The Specific Changes 


(1) The exemption limit below which borrowings are not subject to: 


official control is raised from £10,000 to £50,000, reversing the 
restrictive move of March, 1956. 

(2) For the first time, capitalizations of reserves in bonus tissues are 
removed from control, except in one case. Where they involve issues 
of redeemable securities, the issues will be referred direct to the 
Treasury, which will be concerned simply to prevent operations 
designed to reduce tax liability. 

(3) The Capital Issues Committee will no longer be concerned with 
the appropriateness of bank finance and with the terms and period of 
repayment of bank advances within its purview. Where advances 
are not in the ordinary course of business and exceed the new limit 
of £50,000, they must still be referred to the CIC, but it is now con- 
cerned only with the purpose of the application. ‘This restores the 
formula ruling between the end of 1953 and the 1957 budget. 

(4) Statutory control is restored over certain classes of transactions 
that do not ordinarily involve the raising of new money, but which 
have been “ abused”’ in order to circumvent CIC control. These 
include acquisitions and amalgamations, the formation of new holding 
companies, issues to parent companies for cash, and other transactions 
freed from control in April, 1955. The aim of the new control is to 
block purchases of “ shell’’ companies and other transactions that 
involve access to new money. 


[1—The New Emphasis 


(1) The Committee can now “ justifiably take a longer view”’ and 
give consent to an application for a purpose that may not be imme- 
diately urgent but that “ anticipates the future growth of require- 
ments’’. The criterion of immediate urgency, however, is relaxed 
only where a primary objective is to stimulate production of exports, 
the saving of imports and the earning of foreign exchange. The CIC 
is still enjoined “ to recommend against investment for production 
or distribution or provision of services in the home market which in 
the judgment of the Committee can be postponed ”’. 

(2) However, the special CIC restraint on one group of applicants 
has been significantly eased. Issues for hire-purchase finance will 
continue to be “ critically scrutinized’, but consent will be forth- 
coming where the issue “‘ is desirable as a means of improving the 
stability of the hire-purchase financial system’’. ‘This is interpreted 
to cover replacement of deposits from the public by permanent capital, 
and amalgamation of small finance houses. 

(3) Sympathetic consideration will continue to be given to (a) Com- 
monwealth projects that make a material contribution to strengthening 
the balance of payments of the sterling area with the rest of the world, 
and (b) investment in areas of persistent unemployment in the United 
Kingdom, and particularly in Northern Ireland. 

(4) The Committee is specifically reminded that applications to 
finance speculative buying of shares, materials or property should 
continue to be refused. : 





490 























SS fe 





























the Chancellor of the Exchequer has recently been emphasizing the need 
for the West to co-ordinate its policies for industrial re-expansion. There 
are signs that this may soon be happening. 

What contribution, if any, should now be made by Britain in this direc- 
tion? ‘The course of Britain’s economy continues to be sluggish. Soft 
spots are becoming more notably marked; but there is still no sign of any 
marked cumulative downward spiral in incomes, production, or unem- 
ployment; certainly there has been no movement comparable with the 
downturn in the United States. The latest indices suggest that total 
industrial production continues on its long held plateau (which is admittedly 
below the best level of 1957). Unemployment fell in June, for the first 
time for eleven months. The Government was prompt in its warning that 
the rise was likely to be resumed as seasonal influences turned adverse from 
the end of July. But the June total of 429,000 unemployed was still below 
the 1952 peak, and no more than 2 per cent of the labour force. ‘The 
indicators that should be giving the authorities more concern are the 
portents of a decline in private investment in 1959; figures published last 
month showed a further decline in approvals of plans for new factories. 

In these circumstances, the appropriate pattern of domestic economic 
policy should be clear. Official measures should be concentrated on fore- 
stalling any likely future fall in demand. ‘They should stimulate new in- 
vestment plans, rather than immediate spending: in particular, they should 
not stimulate consumption. The disinflation of past months has yielded 
notable gains—the new basis of confidence in sterling and gilt-edged, the 
rebuilding of the reserves, the hardening of the atmosphere in industry and 
the labour market, and increased competition and individual price cuts 
(not always reflected in the official price index) in the shops. ‘These gains 
are large enough, and should be obvious enough, to make continued 
restraint worth while; they are by no means consolidated firmly enough to 
allow any margin for error by premature let-up. 


Credit Relaxations Misinterpreted ? 

By these tests and these requirements, the small and calculated steps 
taken in the monetary and fiscal fields so far have been broadly right. In 
particular, an unequivocal welcome may be given to last month’s relaxations 
in official restraints on the banks and the capital market. ‘The changes do 
much to remove these objectionable and clumsy interferences with the 
principle of the free working of market institutions. At the same time, no 
big quantitative effect in stimulating spending is expected to be felt in the 
near future. 

This is likely to hold good despite the fact that the relaxations have been 
interpreted as marking a notably wider relaxation of official restraint than 
seems justified by the wording of the documents. Popular comment on 
the announcement of the relaxations proclaimed that the banks were now 
entirely free to exercise their own judgment in considering applications for 
advances, so that they would now consider on their merits forms of lending 
barred since 1939, and notably advances to finance purchases of con- 
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sumer goods and of houses. This reasoning, moreover, has seemed to find 
support from the fact that one big bank, as recorded on page 481, has now 
taken a direct participation in a hire-purchase finance house. 

This general interpretation has not been contradicted either by the banks 
or by the authorities. Yet in public, Mr Amory declared the ending only 
of the quantitative restriction on advances, imposed by Mr Thorneycroft 
last year. His words implied that the much older qualitative control, 
although notably eased, was not being disbanded. In his statement in 
Parliament, the Chancellor said: ‘“‘ For the future, I hope to dispense with 
official requests to restrict total advances and to retain control over bank 
credit by normal monetary measures reinforced by (the) new arrange- 
ment. ...’’ In his letter to the Governor of the Bank of England, Mr 
Amory was more specific: ‘‘ At the same time, I trust that the banks, in 
framing their advances policy, will have regard to the revised guidance that 
[ have given to the Capital Issues Committee’’. Mr Amory went on to 
mention two specific priorities, advances for export credits and for projects 
in areas where unemployment is substantially above the average; he men- 
tioned no specific fields for restraint. In the new memorandum of guidance 
to the CIC, summarized above, the one specific ban is on speculative 
transactions; at the same time, the CIC is asked to turn down projects 
that make no contribution to the balance of payments and in the judgment 
of the committee can be postponed. 

As the banks are still referred to the CIC memorandum, it must be 
assumed that the authorities intended to continue, if in milder vein, their 
official discouragement of bank advances for “‘ inessential’”’ purposes, and 
notably for consumer purchases. Their silence in the face of the apparent 
misinterpretation suggests that they may be prepared for the time being to 
give the banks a more or less free hand. As has been mentioned above, 
the banks expect no sudden rush of acceptable applications; it will be 
interesting to see how far the banks in fact judge acceptability by purely 
banking precepts and how far the habits of the past twenty years and 
reading of the Chancellor’s latest words make their mark. In any event, 
the documents of last month leave, the authorities the constant possibility 
ot checking what they deem to be any undue loosening of bank lending. 

The maintenance of this safeguard is a regrettable concession to the 
timidity of the bureaucracy; and, like the provision for special deposits, it 
denotes a continued, and on recent achievements an unjustified, lack ot 
faith in the market weapons. It would have been far better, and surely no 
less effective, to abandon the clumsy technique of the “ request’ and to 
reafirm determination, whenever the need arose, to use the weapons ot 
Bank rate and funding. ‘This said, it is a consolation that the motive both 
for keeping in being the CIC and the advice to the banks, and for preparing 
the scheme for special deposits, has plainly been to demonstrate the Govern- 
ment’s determination to keep up the defences against inflation—in Mr 
Amory’s words, “‘to put the strength of sterling, the soundness of our 
international position, and price stability first’. The events in the Middle 
Kast could subject this affirmation to an early test. 
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The New Monetary 
Weapon 


FULL DESCRIPTION AND APPRAISAL 


HE bankers in this past month have been celebrating their 
impending return to freedom. ‘The effect of the relaxations 
announced by Mr Heathcoat Amory on July 3, it is being said, 
will be to leave the banks freer to manage their own affairs in their 
own way, at least in the matter of lending policies, than at any time since 
the regime of control by “‘ request ’’ was inaugurated by the first ‘* Chan- 
cellor’s letter’ at the beginning of World War II. ‘That interpretation, as 
the preceding article in this issue explains, may perhaps err on the side of 
optimism: qualitative control is retained in principle, and only experience 
will show whether its new form will be constrictive in practice. ‘The most 
objectionable type of direct control over advances has, however, been 
decisively dropped. ‘This is the quantitative type first imposed by Mr 
Butler three years ago and then made much more precise by Mr Thorney- 
croft last September, when the banks were required to ensure that the 
average level of their advances in the ensuing twelve months would not 
exceed the actual average of the preceding twelve. In deciding not to 
renew that request, Mr Amory has accepted the contentions of the bankers, 
including the Bank of England, that this sort of control is vexatious and 
frustrating and makes for inefhcient banking, notably because it obliges the 
banks to restrict competition among themselves and yet exposes them to 
additional competition from outside institutions. For the future, it 1s 
hoped ‘‘ to dispense with official requests to restrict total advances ”’. 

The Chancellor has not been content, however, simply to drop this 
control and to put his trust in the accustomed devices of monetary policy. 
His condition for the withdrawal was that the Bank of England should 
devise an ‘‘ alternative scheme which could if necessary be introduced as a 
temporary measure pending the Radclitfe Committee’s report”’. He did 
not wish to prejudge the findings of that committee “to whom we look for 
advice about any permanent changes’’; he did, however, ‘‘ regard it as 
essential that some provisional method should be at hand to reinforce the 
existing machinery of interest rates and open market operations if it should 
again prove necessary to restrain an increase of total bank advances’. The 
upshot, announced simultaneously with the relaxations, is a “‘ new arrange- 
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ment under which the Bank of England will, if need be, restrict the liquidity 
of the banking system by calling for special deposits ”’. 

This outcome of Mr Amory’s caution, of his demand for a temporary 
longstop, is no mere technical adjunct to the “‘ normal ”’ monetary apparatus 
that it is intended to reinforce. It marks a fundamental departure in 
principle, and one that is hardly less foreign to the traditional—or, as some 
would say, the outdated—British monetary policy than was the “ ceiling ”’ 
on bank advances. ‘The essence of that policy is that it works through, 
and is subject to, the processes of the market. But this new principle 
would work by by-passing the market, by enabling the Bank of England 
(and, at one remove, the Treasury) to extract compulsory loans from the 
commercial banks and to immobilize floating debt without having to submit 
to the discipline of voluntary funding through the market. In the opinion 
of The Banker such a device, if extensively or incautiously used, could do 
much damage to the market types of control that the Chancellor still regards 
as normal. It could also be made to serve purposes very different from the 
cautious anti-inflationary one that is, apparently, all that Mr Amory has in 
mind. It could be, for example, the means of supporting Government 
deficits or the financing of nationalization take-overs in face of a demoralized 
condition in the gilt-edged market. ‘The banks may yet find that they have 
exchanged an ad hoc restraint over advances for an organized control that 
threatens their freedom more insidiously and more widely. 

These conclusions are mentioned at the outset to show how far-reaching 
are the issues involved, but discussion of them is deferred to the end of 
this article. Description and technical analysis of the new plan must not 
be blurred by punctuating comments on controversial aspects. 


THE PLAN DESCRIBED 


The only officially published details of the new arrangements are con- 
tained in an exchange of letters circulated in connection with the Chan- 
cellor’s brief statement in Parliament (and therefore reproduced in Hansard 
for July 3). The Chancellor’s request to the Bank of England to prepare 
an alternative scheme, ‘“‘ between now and the end of July ’’, was formally 
made in a letter dated July 1. The Governor’s reply, dated two days 
later, recorded that the Bank had ‘‘ now drawn up the heads of a scheme 
for ‘ special deposits ’ which could be available for introduction as a tem- 
porary measure pending any recommendations which may be made by the 
Radclitfe Committee ’’; that he had already discussed the scheme in general 
terms with representatives of the principal banking organizations concerned; 
and that the details were “‘ now being settled ’’. 

Mr Cobbold then gave the following “‘ broad outline ”’ of the scheme: 


When it appeared necessary, in support of other monetary measures, to 
restrict the liquidity of the banking system and thus the ability of the banks 
to extend credit, the Bank of England would call for special deposits to be 
made with them by the banks. Such deposits would carry interest based on 
the current ‘Treasury bill rate. “They would not qualify for inclusion in the 
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banks’ liquid assets. ‘There would be provision for partial release by agree- 
ment with the Bank of Engiand when justihed by special considerations. 

The banks would continue to maintain their usual minimum ratios between 
liquid assets and total deposits. 

Calls would be made on each group of banks separately, the amount being 
related to the total gross deposits of each group at a specified date with 
monthly adjustments to take account of variations in the deposits of each 
bank. ‘The ratio of a call to total deposits would rot necessarily be the 
same for each group. 

Initially the scheme is being discussed with the Clearing and Scottish 
banks, but it might later be more widely applied in the light of experience. 

The scheme would serve to reinforce the existing monetary instruments 
and would be employed as a general control of credit in the same way and 
after the same sort of consideration as Bank rate. 


A loluntary Arrangement 

People overseas who are unfamiliar with the London tradition may be 
astonished that an innovation of such importance could be announced thus 
informally and thus baldly. ‘The main explanation is that the scheme is 
technically a voluntary one. ‘The compliance of the commercial banks 1s 
not the result of any exercise of legal powers by the Bank of England or 
Treasury (although it is believed that the general powers of “ direction ” 
conferred by Clause 4 of the Act that nationalized the Bank in 1946 would, 
if necessary, be adequate for the purpose). It flows from “ co-operation ”’ 
of the kind that has enabled successive Chancellors to control advances by 
‘request ’’—and to do so even before there was any statutory sanction in 
reserve. It is quite possible for the scheme to come into force even without 
any further official statement about its details of operation. But, thanks to 
the same practice of informality, many of the more obvious gaps in the 
Governor’s outline can already be filled in, even though some of the finer 
points have apparently not yet been settled. 


Contrast uith TDRs 

Etforts have been made to ensure that the new control, whatever its 
wider implications, is in form an instrument of monetary policy as distinct 
from Treasury finance. Any special deposits called from the banks, unlike 
the funds called from them against Treasury deposit receipts during the 
years 1940-51, will be lent to the Bank of England: they will be disclosed 
in the Bank return as a new liabilities category of the banking department. 
In practice, as will shortly be explained, the funds will be re-lent to the 
Treasury, but there will be no specific and automatic arrangement for this, 
such as was made when the Bank tock voluntary special deposits at interest, 
subject to withdrawal at short notice, during World War I. 


Transfers in Cash 

lt is important to observe, too, that when a call is made, the obligation 
of the banks concerned will be to make the deposit in cash. Whatever 
steps the Bank of England may take to ease the transfer, it cannot be made 
in securities as such. This arrangement not only maintains the distinction 
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primarily designed. 


interest rates. 


automatically. 


Since the banks are expected to maintain their accustomed cash ratios 
(as well as their usual minimum liquidity ratios), and since the clearing 
banks keep these ratios relatively stable from day to day at around 8 per | 
cent, a call for special deposits will require them to obtain in the aggregate J 
a roughly equivalent additional amount of central-bank credit—plus or : 
minus any loss or gain in cash they experience during the period of the § 
call. Such losses or gains may result from (a) transfers between the banks § 
concerned and institutions that are either outside the scope of the control §& 
able to countenance considerable fluctuations in their 
balances at the central bank, (4) fluctuations in the till-money portion of 
The second of these processes 
short run. The 


or are otherwise 


the cash in response to customers’ needs. 
is entirely beyond the control of the banks, at least in the 
first process is substantially so, given the conventions of the big banks 
against direct sales of bills on the, market; 
institutions would depend rather 
market conditions as determined by ofhcial management than upon any 
contrivance by the banks subject to the call. 


central-bank 


cash from 


Monthly Adjustments 


The call would be expressed as a percentage of gross deposits, and the 
same percentage would be applicable to all banks in the same group (i.e. 
Hanks), but the call would be directed 
to the banks individually and not collectively and would be calculated on 
the gross deposits of each as shown at the date of the last preceding 
The actual sum to be transferred to special 


all clearing banks, or all Scottish 
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‘ make-up 
account 


be fixed and known at the moment of announcement of the 
not normally be subject to any alteration before the date of the next 
At each make-up date, however, whether or not a new cal! had 
been made since the preceding make-up, the aggregate amount on each 
bank’s special account (and also, apparently, 
any call in course of payment) would be subject to adjustment, by addi- 


make-up. 


statement.* 


outside 





between lending to the Bank and lending to the Treasury; 
that the special transfer may be managed so far as possible by precisely the 
same existing techniques, and through the same channels, as any other 
transfer of funds from the commercial banks to the central bank. 
tion, as will be made clear below, the provision for cash transfers gives the 
weapon a second cutting edge distinct from the one for which it is evidently 
Its primary purpose would be to reduce the banks’ 
liquidity ratios by compelling the conversion of liquid assets (call money 
and bills) into non-liquid assets (the special deposits); but it could also be 
used simultaneously as a new and drastic weapon for raising short-term 
Indeed, the deliberate contrivance of the authorities would 
be needed to prevent the second process from accompanying the first 


any indirect ‘ 
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* Scottish beitien anes me render monthly statements to the’ Bank of England; these state- 
ments would presumably be published if and when the plan comes into force. 
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tional payment or repayment, so as to keep it at the specified proportion of 
gross deposits for each bank in the same group. For example, if the total 
amount called was 2 per cent, any bank whose gross deposits had fallen 
during an ensuing make-up period would receive a repayment of special 
deposits equal to 2 per cent of the fall (by transfer from its special to its 
ordinary account at the Bank) and any bank whose gross deposits had 
risen would be required to pay up 2 per cent of that increase. 


No Rights of Withdrawal 

As the intent is to regulate bank liquidity, and as the special deposits 
are specifically designated as non-liquid assets, there will be no automatic 
facilities for release such as those that accompanied the Treasury deposit 
receipts. This marks a further distinction between the monetary weapon 
and the instrument of Treasury borrowing as such: the “ pre-encashment ” 
facilities attached to the —TDRs were strictly related to the flow of funds 
into Government securities sold through the official taps (either to the 
banks for their own account, or to their customers). Nor will there be any 
arrangement to treat the special deposits as if they were part of the Govern- 
ment’s floating debt: there is no suggestion that they would be directly 
subject to seasonal influences arising from the fluctuations in the flow of 
Government revenues, such as might ensure that a considerable release 
would occur in the Treasury’s big tax-gathering quarter. 


Temporary ad hoc Releases 

The banks would therefore be unwise to assume, if this system comes 
into force, that any general release from special account would be likely to 
be made to assist them to meet the normal seasonal stresses upon their 
liquid assets and liquidity ratios. Similarly, there will be no such informal 
flexibility as was present in the wartime [TDR system—when the banks 
often agreed among themselves, with the approval of the authorities, to 
adjust the incidence of a call as between bank and bank for their mutual 
convenience. ‘The one safety-valve for the individual bank is the provision 
for ad hoc partial release by agreement with the Bank of England, if the 
Bank is satisfied that the need arises from “ special considerations ’’—1in 
other words, it can be presumed, from abnormal and temporary demands 
upon the applicant bank as distinct from any persistent tendency to insufh- 
cient liquidity. Any partial release might therefore be expected to be 
closely related to the particular circumstances, so as to ensure that the 
relieved bank did not gain an undue advantage over its fellows. Accord- 
ingly, it would be granted for a strictly defined short period, and a penalty 
would probably be exacted if the funds were not returned to special account 
ny the due date. 


Inierest Allowance 

These provisions, it will be seen, would create an asset unique in the 
history of British banking. It was sometimes said of the —TTDR, somewhat 
unfairly, that it was the most illiquid item on a bank’s balance sheet— 
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except perhaps for its premises. ‘The special deposit will rank lower still. 
The TDR, apart from its pre-encashment facilities, was given the appearance 
of liquidity by a maturity date, fixed six, five or seven months ahead. 

But, given the recognition that the —T7DR was, at best, less liquid than 
a three months’ bill, it always earned approximately § per cent above the 
bill rate (reckoned as 1 per cent during the war and as 3} per cent after 
the Daltonian cut in 1945). Now it is assumed that on this new and 
specifically illiquid asset the banks ought to earn approximately what they 
could earn on Treasury bills, which they normally buy from the market 
at about 7; per cent below the allotment rate at the preceding tender. 
Interest will be allowed on the special deposits at the average tender rate 
adjusted to the nearest ,|; per cent, and the allowance will thus be subject 


to weekly variations. 


Decision and Consultation 

The Governor’s letter explains that the scheme would be used as a 
general credit control “‘in the same way and after the same sort of con- 
sideration as Bank rate’. ‘This means that the decision as to the desirability 
of making a call (or subsequent general release) would be reached by the 
Governors in consultation with other directors and officials of the Bank, 
and that the formal decision would rest with the Bank Court, after it had 
been ascertained that the step would meet with the approval of the Chan- 
cellor of the Exchequer. ‘There would be, however, one very important 
departure from the procedure for altering Bank rate. Partly because this 
would be an entirely new instrument the most satisfactory use of which 
could be determined only by experience, and partly because it would directly 
impinge upon the banks involved, it is felt that much more might be gained 
from prior consultation with them than by observing the rigorous secrecy 
that is inherent in the Bank rate tradition. Such consultation will be a 
definite part of the plan, so that the banks will ordinarily know how the 
mind of the authorities is shaping. When their liquidity is rising they will 
be able to gauge the risks that a call will be made, and probably to forecast 
its timing, if not its precise amount, with considerable accuracy. This 
procedure, it will be noted, could furnish the authorities with an addi- 


tional power of so-called ‘‘ moral ’’*suasion that might in practice be as 
important as the new weapon as such. 


Announcement, and Time of Payment 

The announcement of any call (or release) would be made after the 
weekly (Thursday morning) meeting of the Bank Court, probably by posting 
on the Bank’s notice-boards in the same fashion as Bank rate and by com- 
munication through the news-agency tapes. ‘This would apparently imply 
a somewhat later announcement than that of Bank rate—though there 
would doubtless be simultaneous announcement if the two weapons were 
being employed on the same day. 

The formal demand on the banks concerned would, of course, be made 
by letter from the Bank, specifying the percentage rate of the call and the 
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date (or dates) on which the transfer was to be completed. The first 
instalment, or the whole transfer if no arrangement was made for instal- 
ments, would normally have to be completed by the following Wednesday, 
so that the corresponding special deposits would figure in the Bank return 
published a week after the announcement of the call. There would 
apparently be no formal arrangements for the banks to elect on which days 
before the final time they would make their deposits, as is done when 
tendering for bills; but for the convenience of the Bank of England in its 
management of the money market they would probably be asked to indicate 
their intended time-table of transfers, and to stick to it 1f possible. 


Inclusion of *‘ Outside’ Banks ? 

The scheme is now being worked out in detail in discussion with the 
clearing banks and the Scottish banks; and if it comes into force at all it 
will definitely apply to these two groups. ‘There is no present intention 
to extend it more widely, but it is evident that any considerable and 
sustained recourse to it would be unfair, and would cause friction and 
undesirable distortions, unless some parallel demands or restraints were 
made upon the principal ‘“‘ outside ’’ competing institutions. In that event, 
the principal extension that would have to be considered would be to the 
London offices of the foreign and other overseas banks, and to the British 
overseas: banks operating from London. ‘That would raise some awkward 
questions and create some precedents that one might presume the authorities 
would wish to avoid. Much tact might be needed to secure “ voluntary ”’ 
co-operation of the kind extended by the domestic banks; but, for what 
it is worth, it may be noted that the powers of direction conferred by the 
1946 Act extend to any “ person carrying on a banking undertaking as 
may be declared by order of the Treasury to be a banker for the purposes of 
this section ”’. 

[t has not, apparently, been envisaged that the scheme might be extended 
to the accepting houses, or to other financial institutions that do not operate 
on fairly uniform principles of liquidity analogous to those followed by the 
big deposit banks. Chiefly for that reason, it would hardly be likely to be 
an appropriate or practicable method of restraining the hire-purchase 
finance houses. Recent experience suggests, however, that some hard 
feelings would be aroused—not least in Scotland—if any strong brake were 
put upon the deposit bankers without the devising of some alternative brake 
upon the “‘ industrial ’’ bankers. 


+é 


WHAT SPECIAL DEPOSITS WOULD MEAN 


If the scheme is brought into force it could in principle be worked in 
one of two opposite ways: (1) As a new device for causing a rise in interest 
rates, either in the money market or gilt-edged market or both; or (2) with 
the object of avoiding a rise in rates. On present indications, there is little 
doubt that it would in practice be worked in the second way, though that 
might not be the admitted or even the deliberate intention. In any case, 
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the mechanics of operation will be more readily understood if it is first 
considered how the distinction of principle arises. 

From the description given above (page 495) it will be apparent that a 
call for the payment of funds to special account would not be of itself a 
means of deflating bank cash. Since all the normal rights to borrow from 
or re-discount at the Bank of England would remain unimpaired, the addi- 
tional central-bank credit required to fill the threatened void in the banks’ 
ordinary cash reserves always would be created as soon as necessary, even 
if the Bank did not deliberately ‘‘smooth’’ the transfer. ‘This means 
that the payment of the call would not in itself cause any fall in the deposits 
of the banks concerned. 


No Deflation unless Interest Rates Rise 


The system could not be used to bring about an actual contraction of 
credit (nor even, it seems, to exert a deflationary pressure more generally) 
unless it were worked in such a way as to bring the accustomed market 
processes into play, by forcing a rise in interest rates. Such a rise could 
be brought about either as a direct or an indirect consequence of the call. 
If the authorities gave insufficient or tardy relief to the market during the 
transfer of the call, that would force up short-term rates immediately, and 
the rise might in its turn cause some reduction in bank deposits by inducing 
customers to switch from deposits into bills. Otherwise there would be 
no impact either on rates or on the level of deposits unless the call were 
so severe as to reduce the banks’ liquidity ratios below their minimum 
(whatever that might be deemed to be at the time), and thus to force the 
banks to restore those ratios by selling gilt-edged securities on the market 
and/or by cutting down the amount of their advances. 

In other words, an actual reduction of deposits could be brought about 
only through precisely the same processes as those that would have to be 
employed for the same purpose now—by creating conditions in the market 
such as will induce the public (as distinct from the banks) to accept a 
corresponding reduction in its liquidity, notably by surrendering bank 
deposits and accepting in exchange "Treasury bills or longer Government 
securities previously held by the banks. In effect, unless the Treasury 1s 
reducing its bank indebtedness out of a revenue surplus or by borrowings 
overseas, there can be no reduction of bank deposits except by a funding 
process of this kind. ‘To enforce a given contraction with the aid of the 
new weapon would therefore involve exactly the same volume of selling of 
Government securities (and/or curtailment of bank advances) as would be 
caused by using only the accustomed weapons. 


Smoothing the Transfers 


There has been no suggestion that the new powers would be used in this 
contractionary fashion. ‘Though the authorities would obviously not com- 
mit themselves to use the weapon only in a limited way, such evidence as 
is available suggests that they would try to avoid disturbance of the market. 
At all events, a good deal of thought has clearly been given to the technical 
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problem of smoothing the transfers of the calls as such. It is intended 
that the amount and pace of transfer would be kept within the sort of 
limits that would ensure that the smoothing could be achieved by the 
familiar processes—and, in particular, without creating the necessity for 
ad hoc direct arrangements between the Bank and the individual com- 
mercial banks (such as have occasionally been devised to meet abnormal 
stresses arising from special Government loan operations). ‘This has sug- 
gested that the convenient amount of a call—big enough to be worth while, 
but small enough to be readily smoothable—might be 2 per cent, and that 
the banks concerned might not be required to make the transfer at any 
greater rate than $ per cent a week (except, perhaps, if they were due to 
receive during the period an excess of cash which the Bank would otherwise 
have to mop up). ‘This would represent a total call on the clearing banks 
of £120-130 millions, or little more than £30 millions a week. 

A transfer of this size would merge into the streams of cross-influences 
in the short-loan market, and its marginal effect on any given day could 
readily be smoothed out by the ordinary purchases of bills by the Bank’s 
agent on the market, whether from the discount houses or the banks. Such 
aid is normally intended, however, for very short-term purposes, so that 
there is no presumption that, when the bills mature, the Bank will auto- 
matically wish to replace them by new purchases or additional tenders. 
‘The special deposits would raise a slightly different problem: they would 
be locked away, so that throughout the lock-up the capacity of the banks 
(and/or market) to carry floating debt would be correspondingly reduced. 

[t is accordingly envisaged that the Bank’s neutralization would be more 
systematic. Since the additional pressure to be put upon the market on 
this account in any given week would be known before the preceding 
friday’s ‘Treasury bill tender, the issue of bills through that tender would 
be reduced more or less correspondingly below what it would otherwise 
have been, and the Bank of England would during the ensuing week acquire 
“tap” bills (or other Government securities) from the “‘ departments ”’ to 
the extent of the sums specially deposited by the banks. By this process 
the requisite additional supply of cash to the banking system would be 
assured in advance, and would be provided by shifting the balance between 
‘Treasury bill payments and maturities in the following week in the market’s 
favour. The banks would meet the call by restricting their purchases of 
bills from the discount market to a less amount than their maturities, or by 
calling in funds from the market; but the market would have a smaller 
amount of new bills to pay for and/or would be able to borrow more from 
‘ outside ”’ banks. 

If the purpose of such an arrangement was to ensure that the special 
deposit call did not cause even temporary fluctuation in the bill rate, one 
further step would be needed. Since the amount of each offering of tender 
bills is announced a week before the tender, the reduction in the issue in 
order to neutralize a call could hardly be made in the offered amount 
without giving warning that a call was to be expected on the following 
Thursday. The adjustment would therefore have to be made by under- 
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allotment after the tender. But if the market was to be prevented from 
needlessly raising its tender rate (reducing the bid price) for fear of im- 
pending stringency, it would have to be told beforehand that the issue 
would be reduced. It would be desirable that any such statement should 
be made publicly, for the benefit of all tenderers, as soon as the call had 
been announced. 


Cutting down Excess Liquidity 


The fact that such careful thought has been given to the technique of 
preventing dislocation in the short-loan market seems to suggest that there 
is no present intention to use this new control over liquidity in such a 
way as to put pressure on the gilt-edged market. Unless the authorities 
were prepared to do that, their use of the new device would have to be 
limited to the purpose of cutting down bank liquidity when that is obviously 
excessive, without pressing it to the point of deficiency at which the banks 
would find it necessary to reduce their risk assets. ‘This is the kind of use 
that seems most likely. 

This means, for example, that if the clearing banks’ liquidity ratio seemed 
likely to stand at, say, 34 to 35 per cent at the date of their make-up for 
March (which would ordinarily be the seasonal low point), the Bank might 
announce a Call of 2 per cent early in that month. That would cut down 
the ratio to the more reasonable level for that season of 32-33 per cent by 
forcing the banks to exchange bills and call money for an immobilized 
balance, but it would not have any direct effect on their deposits or risk 
assets. ‘There would be no risk, at that new level at that date, that the 
banks would feel obliged to restore liquidity; but the risk would have been 
removed that they would have used an evident surplus of liquidity as the 
basis for a new expansion of credit. 

In short, if the special deposits system, or any other means of direct 
regulation of liquidity, is used without any accompanying rise in interest 
rates, it will consolidate whatever expansion of credit has already occurred, 
as the counterpart and consequence of the excessive growth of the banks’ 
liquid assets. Its sole purpose, in that event, will be to prevent that credit 
creation from becoming cumulative. 


BY-PASSING THE MARKET 


There is, moreover, a hint that the device might be used for a purpose 
more limited still. A control over bank liquidity is in principle a means 
of controlling the volume of bank credit as a whole, as represented by total 
bank deposits; but the Chancellor’s request was not directed to a control of 
that entirely general kind. As noted at the outset of this article, what he 
sought was an additional means of restraining an increase in bank advances. 
In spite of the lessons of recent years, the Treasury (if not the Bank, teo) 
still seems to be attaching disproportionate importance to the creation of 
credit by way of advances while discounting the implications of credit 


expansicn that takes cther forms. 
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This approach seems to imply that the conditions in which it might be 
thought appropriate to call special deposits would not be simply those of 
excessive liquidity—not even, perhaps, if that was accompanied by a rising 
trend of bank deposits; the decisive test would be whether the excess 
appeared to be causing an undue rise in advances. If that were indeed to 
be the criterion, then the effect of the new system would not only be to 
consolidate the credit expansion that caused the excess liquidity but also to 
give the banks a positive inducement to embark upon a secondary credit 
expansion by purchases of investments. 

In any event, the banks would know that, whenever liquidity ratios were 
running perceptibly above the minimum levels (after allowing for seasonal 
variations), they could avoid the risk of a call only by quickly getting rid 
of most of the excess. And the only way of doing that would be to buy 
gilt-edged, which in those circumstances they would evidently be glad t» 
do unless there were reason to fear an undue rise in interest rates. If 
such an attitude of mind was once induced among the banks, the authorities 
would not be able to prevent an expansion of credit (or at least the giving 
of an expansionary impulse) unless they showed an unaccustomed nimble- 
ness in selling stock from their own portfolios—and also denied to them- 
selves the price advantage that the coercive force of the special deposit 
system had presented to them. 

If they met the banks’ demand for stock immediately and in full, then 
indeed the effect would simply be to cause bank liquid assets to be exchanged 
for non-liquid investments, consolidating the existing credit expansion but 
averting any new expansion. But if, working on the recently familiar 
precept that funding has to take place on a rising market, they delayed for 
long enough to allow the banks’ demand to impinge on the market, that 
would mean that part of it had been satisfied by public sales, causing a 
corresponding expansion of bank deposits. In any case, the resultant fall 
in interest rates would in itself tend to give an expansionary impulse more 
generally. 


The Governor Changes his Mind 


The special deposits system cannot be used, therefore, as an instrument 
of disinflation in substitution for the traditional instruments that work 
through rising interest rates. Unless such a rise was permitted or deliberately 
contrived, even the most circumspect open market policy used to support 
the special deposits system could not make it anything more than a means 
of preventing a secondary rise in bank deposits by obliging the banks to 
surrender liquid assets either in exchange for a frozen balance at the Bank 
or through virtually forced conversion into marketable securities of the 
kind and on the terms the authorities chose to make available. Since the 
excess liquidity thus to be cut away would be the result of excessive Govern- 
ment borrowings on floating debt, the whole process would in effect be the 
means of enabling the Government to extract loans from the banking 
system without running the gauntlet of the sanctions that such borrowing 
normally brings into play. 











rejected by the authorities themselves when this whole problem was first 
seriously studied, during the spring of 1956. Then, with much more 
reason than now, the authorities were concerned at the difhculty of pre- 
venting an excessive rise in bank liquidity in face of debt maturities and 
the financing of the nationalized industries. ‘The outcome then was Mr 
Macmillan’s “ funding”’ budget, and a rejection of the much-canvassed 
proposal for “‘ prescribed”’ and variable liquidity ratios or a return to 
TDRs, devices that in principle closely resemble the special deposits system. 

Speaking of that battle of ideas—and, indeed, of ideologies—Mr Cobbold 
commented during his 1956 Mansion House speech: 

The authorities had to choose early this year between two broad alterna- 
tives. Either they had to press on with measures to reduce the creation 
of new short-term debt—by economies, a savings drive and a general funding 
programme. Or they had to accept that this could not be achieved and to 
introduce new techniques—for example, an enforced and movable liquidity 
ratio. 

I believe that the right decision was taken and that we should concentrate 
on... the policy now being pursued, with its emphasis on savings, funding 
and economy. ... A mandatory increase in the liquidity ratio, by forcing 
the banking system to hold more Treasury bills, would work 1n absolute 
contradiction with a policy of funding and reducing bank lending to the 
Government. 


Now Mr Cobbold has himself shouldered responsibility for devising this 
‘‘ absolute contradiction ”’ of the principles that he formerly thought right 


Not a * Psychological ’’ Weapon 

This admitted fact that the new principle is foreign to the traditions 
of the Bank should help to ensure that it will indeed be regarded as a 
‘reinforcing device ’’—in the sense that it would be brought into play 
only after serious ciforts had been made to achieve any desired restraint 
by use of the customary techniques. If that were to be the official attitude, 
there would be a good chance that this particular device never would be 
used—-not, at least, during the relatively brief period before the report ot 
the Radcliffe Committee becomes available. In the domestic economy the 
threat of inflation is now less immediately menacing than at any time for 
at least five years; and recent experience surely has shown that a bold use 
of Bank rate is a highly effective method of coping with an external threat 
to sterling. Nobody could seriously expect the special deposits system to 
provide a weapon of that psychological force in that sphere. It is arguable, 
on the contrary, that the psychological effects on sterling of a call for 
special deposits might actually be adverse. The language of interest rates 
is unquestionably the one best understood in the international markets, 
and overseas observers would be prone to suspect that a call for special 
deposits was intended as a substitute for an increase in rates. 

If the system ever comes into considerable use, it is indeed likely to be 
such a substitute. A call could not be used actually to contract credit, and 
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would not be in any significant sense a psychological “ crisis ’’ weapon, 
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It was on these very grounds, indeed, that devices of this kind were 























unless accompanied by a sharp rise in interest rates. But if, at a moment 
of crisis, the authorities were prepared to mete out rough treatment in any 
case, there would be little reason to suppose that the roughness would be 
more successful if imposed partly by the new technique instead of wholly 
by the weapons of Bank rate and/or voluntary funding. 

The argument most widely used in support of special liquidity controls 
is the supposed ‘“‘ impossibility ’’, in certain conditions, of making funding 
sales of stock in order to tighten bank liquidity by present methods. Let 
it be supposed that, at a moment of crisis, the gilt-edged market is so 
demoralized that the authorities deem it “ impossible ”’ to sell, in spite of 
the fact that yields have been driven up to levels that would normally be 
regarded as highly attractive. ‘That would mean that the authorities would 
have to defer any credit contraction they had hoped to impose, by squeezing 
liquidity, until such time as they could sell—possibly after a still further 
rise in rates. Suppose, instead, they called funds to special account so as 
to force liquidity below the minimum. ‘The banks would then be confronted 
with the task that the authorities themselves had found “‘ impossible ”’: 
they would be able to restore their liquidity and bring about the intended 
detlation of deposits only as and when they succeeded in selling invest- 
ments—except to the extent that they could reduce their advances. 


Reinforcement—or Substitute ? 

‘This last point, admittedly, is evidently the crucial one in present official 
thinking. But 1s it really to be believed that, in the conditions postulated, 
the authorities would require the banks to restore their ratios so fast as to 
drive them to attempt something even more “ impossible ’’—to try to call 
in advances faster than they could sell stock ? That sort of ruthlessness is 
far removed from the philosophy that inspires most advocates of special 
liquidity controls. But it is only on the hypothesis that it would be forth- 
coming—to the great dislocation of the market—that such controls could 
add anything to the potency of existing techniques as contractors of credit. 

in short, as the earlier analysis has suggested, if the system is employed 
at all, it will not be in any such heroic fashion, but simply for the purpose 
of sterilizing an unwanted excess of liquidity. And in that rdle it would 
almost inevitably be serving as a substitute for the usual techniques rather 
than as a reinforcement of them, since otherwise there would be little point 
in using it. In normal as distinct from crisis conditions, the “ possibility ”’ 
or “ impossibility ” of voluntary funding is a function of the level of rates 
and expectations of rates: the question is, have yields reached the point at 
which, tn spite of surrounding uncertainties, gilt-edged look a reason- 
able ‘‘ buy’? In other words, if the authorities use the new device as the 
means of neutralizing a foreseeable excess of liquidity (and most such 
excesses, especially those resulting from debt maturities, are long fore- 
seeable), it will mean that they wish to avoid the rise in rates that market 
operations would have involved. 

‘his by-passing of the market might, it is true, be carefully reserved for 
occasions of abnormal difficulty. But, once the principle is admitted, it 
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opens the door for abuse. The Treasury is presented with a device that 
enables it to continue to finance itself through the banking system without 
having to face either the embarrassment of causing an excess of bank 
liquidity (and risk of a secondary credit expansion) or the costs of funding 
that excess at the equilibrium rate inthe market. ‘The Treasury is presented, 
too, with a means of manipulating the market as such to its own advantage 
—because of the coercive pressure on the banks to buy investments. 

The ultimate consequences of the use of this device could therefore be 
the very reverse of those its originators may be presumed to have in mind. 
It could never be, in itself alone, a stronger weapon against inflation than 
are the existing monetary weapons, yet it would confront the authorities 
with a constant temptation to avoid recourse to them. Moreover, the fact 
that the war has left the Treasury with a long succession of bond maturities 
might seem to many people to justify an evasion of the discipline of the 
market when dealing with them. But that is a dangerous argument. 

Any repeated by-passing of the market, whether for this purpose or for 
more obviously dangerous ones, could hardly fail to weaken the customary 


mechanisms of credit control. It would make the banks less sensitive to. 


changes either in interest rates or in their liquidity. Once the authorities 
give the impression that they would rather rely upon this new weapon or 
its Coercive power than risk a rise in short- or long-term rates, they will 
soon find their monetary policy slipping back into the impotence of ten 
years ago. It would be hard to rescue it a second time. 
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Capacity tor Re-Expansion 
By J. E. HARTSHORN 


argument about capacity in British industry, and the extent 
to which this was and is being employed, has during the last 
two and a half years formed part of the Great Debate about how 
4. inflation in the British economy should properly be labelled and 
hence what measures might practically be employed to exorcise it. Like 
other parts of that intellectually stimulating, though curiously passionate 
and bitter debate, this has tended to be long on subtle reasoning from 
principle, but somewhat short on empirical data. Into this quarter of the 
debate the. Federation of British Industries somewhat brusquely, six weeks 
ago, thrust an ounce of direct evidence. Of the 554 industrial companies 
that had co-operated in the second of its Konjunkturtest-style surveys of 
industry at the beginning of June, it reported, 76 per cent had replied 
“Yes” to the question: “ Is your present level of output below capacity? ”’ 

The FBI did not elaborate its leading question with any definition of 
what ‘“‘ capacity’? should be taken to mean (though its Economic Policy 
Committee had considered several formulae), nor did most of the manu- 
facturers annotate their answers. In the fairly broad cross-section of 
manufacturing industry that the sample covered (these firms may account, 
the FBI thinks, for some 25 per cent of total manufacturing output and 
employment) “‘ capacity’ has widely differing degrees of meaning: and, 
even within particular industries, individual firms’ usage may differ. 
Moreover, in this kind of poll big companies and small alike count one 
vote: it would be possible for the 23 per cent of them who answered “ No”’ 
to the FBI’s question to command a volume of productive capacity out- 
weighing those that said “ Yes”’. In fact, this seems unlikely to have 
occurred: the FBI found that the big firms in this survey, as in its first, 
tended to report more pessimistically than the small. 

In practice, it would have been surprising if the question had drawn a 





more favourable answer. ‘These were manufacturers, talking about business 
conditions at the end of May: and the comfortable assumption that one has 
tended recently to accept, that the level of production, while not rising 
much these three years, has not fallen either, was by then almost certainly 
no longer true in manufacturing. ‘The latest index of manufacturing 
output, 140 seasonally adjusted (1945—100) for April, was no lower than 
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a vear before; but it was nearly 5 per cent lower than ten months before, 
in June last year, when the index touched 147. The purpose of seasonal 
correction is to allow one to compare any month’s output with any other’s, 
not simply with the same month in other years; and the seasonally corrected 
index shows a quite definite drop in manufacturing production levels from 
the summer peak last year. Ergo, a preponderance of manufacturers might 
be expected to say they were operating below capacity. 

This is, indeed, the crudest way of identifying industries where capacity 
is demonstrably being under-utilized: to see whether in recent years they 
have ever produced more than they are producing now. A quick run 
down the major “component indices”’ of the production index, for 
example—as in Table I-—shows comparatively few industries where output, 
at the latest date on record, is demonstrably higher than at any other time 
in the last three years. (These are not seasonally corrected indices for 
individual industries, but the latest indices are compared with corresponding 
indices a year before. Ought capacity, ideally, to be reckoned with a seasonal 
adjustment? One begins to encounter the anomalies of the concept.) On 
this simplest, sweeping glance, there would seem to have been elements of 


TABLE I 
PEAKS OF OUTPUT 1955, 1956, 1957, AND CURRENT RATES, 1958* 
(1948 — 100) 


Latest Same 
1955 1956 1957 montht montht 


1958 1957 
China and earthenware .. vd a 117 106 116 103 102 
Glass a 2 Be i a ” 151 144 150 150 132 
Bricks, cement, etc - 2 rf a 141 139 134 124 133 
Metals—Ferrous .. wii Lagle Pecialh ; 145 149 153 145 145 
Non-ferrous ai : et 144 139 132 126 123 
Engineering, shipbuilding and electrical goods. . 168 164 170 153 152 
Vehicles = a - xe - sf 190 184 179 178 174 
Metal goods (miscellaneous) i - il 139 133 127 120 121 
Precision instruments, etc i — a4 142 134 138 124 122 
Chemicals and allied trades - - ” 188 199 202 200 201 
‘ 
Textiles a “ - a * - 125 123 126 111 126 
Clothing : 132 138 140 136 140) 
Leather goods and fur 104 99 OY 4 ay 
Food 7 ~~ 2 we a 137 140 1+4 132 120 
Drink and tobacco. . ~ a” Mee 114 120 123 117 112 
Manufacture of wood and cork .. si o 167 157 167 145 154 
Paper and printing oa - / zs 188 180 185 184 183 
Other manufacturing a ac a - 168 164 182 164 155 
Mining and quarrying .. - “a wi 119 119 120 107 110 
Building and contracting . . * <a 121 127 124 121 122 
Gas, electricity, water “is : 179 198 188 171 157 


* Figures for 1955, 1956 and 1957 show production rates in peak month of each year 

+ March for all industries except engineering, shipbuilding and electrical goods (December 
of previous year), mining and quarrying and gas, electricity and water (April); building 
and contracting figures for first quarter. 
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slack in quite a number of industrial groups in 1956 and 1957, as well 
as in 1958--—-even if one ignores steadfastly, for a little longer, the question 
whether industry was getting any results at all from about the highest rate 
of net industrial investment in the country’s history. 


Capacity’s Many Measures 


‘This glance is, moreover, much too sweeping. Regular publication of 
two aggregated production indices with seasonal adjustments and 21 indices 
for industrial groups (the number apparently being dictated by the size of 
the double-page spread of the Monthly Digest of Statistics) leads one into 
the habit of assuming that convenient abstractions such as “ engineering, 
shipbuilding and electrical goods’’, “‘ chemicals and allied trades ’’, or 
‘“manufactures of wood and cork” are industries that can really be said 
to have a definable production or a vaguely measurable capacity. The 
moment that one penetrates any of these “‘ grab-bags ”’ of industrial activity, 
one 1s confronted with a variety of more genuinely separate industries, with 
separate and often quite different production records. 

On occasion the Government can be prevailed upon to divulge annual 
averages for some of the volume indices of production from which it builds 
its main indices:* those in Table II, from the “‘ Engineering and Vehicles ”’ 
sector of industry, may be taken as an example. ‘They are shown without 
any attempt at weighting, and are, of course, only a small fraction of the 
items that go into the main indices. Nevertheless, they suggest that the 
extent to which industrial capacity could be said to be fully employed, in 
such a key sector as engineering during an investment boom, was already 
quite patchy by 1956 and 1957, in the industries making capital goods as 
well as among manufacturers of durable consumer goods. 

Such a crude form of measurement, of course, is open to various objec- 
tions. It assumes, for example, that what an industry has achieved in 
some peak period represents a “‘ capacity’ that it would be able and glad 
to achieve again (I think that in practice that is a better assumption than it 
might appear in theory). But its greatest weakness is that it is entirely 
static: it makes no allowance whatever for the improvement and expansion 
of industrial capacity by the investment that has been going on since 1953 
at an unprecedented rate. A considerable amount of what industry has 
laid out in capital expenditure over recent years must be reckoned as 
replacement (which with new machines seldom fails to raise efficiency, at 
least); a further proportion has been put in, no doubt, simply to save labour 
and other costs at the existing rate of production. But there is no way of 
avoiding the fact that a very considerable addition to productive capacity 
must have accrued since, say, the boom levels of production in 1955. 

One can, indeed, use “ perpetual inventory ’’ methods of calculating the 
value of the country’s capital stock to give a rough indication of how the 


* There might be an extremely good case for making available six-monthly, or at least 
annually, a ‘‘ full ’’ selection of these volume indices: not the whole 1,300 that the Central 
Statistical Office uses, but, say, the 150-odd for which value data are published in the 
Census of Production. 
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total value of capacity, at constant prices, has grown. In an article in these 
columns just over three years ago,* using unrevised official figures of net 
investment, I reckoned that the “ net”’ fixed capital stock in the economy, 
excluding housing (some 40 per cent of the total), had risen by about 
3 per cent per year between 1948 and 1954, a little less than the gross 
domestic product. Since then, by the same tokens, the growth of this 
‘‘ productive ’’ capital stock would have quickened slightly: by 1957, it 
might have reached about 140 per cent of the net value in 1948, while the 
gross domestic product was only about 130 per cent of its 1948 level. In 
The Banker and elsewhere, Dr Tibor Barna has of late been refining such 


TABLE II 
PRODUCTION IN SELECTED ENGINEERING INDUSTRIES 
(1948 = 100) 


‘Total ‘‘ engineering, shipbuilding and electrical goods ”’ index .. 155 151 156 
Mechanical engineering a - Bf “i rs a 147 144 147 
Electrical engineering au i cs i + 196 182 209 
Machine tools. . 7. = -” re ai ud at 138 145 150 
Agricultural machinery a s he A i Se 195 166 184 
Boiler plant... ie a ‘al oy oa 7” ae 140 152 143 
IC engines - ‘ ne 188 189 182 
Textile machinery... - hea i oi “ e 8h 80 74 
Office machinery re sai - a? 7 we pis 225 252 259 
Mining machinery ... - si ‘s el a - 175 176 177 
Excavating machinery ia ‘ai - me <e ss 180 17 165 
Electrical generating plant .. i i ig * ‘a 174 199 199 
Domestic refrigerators x ple oa 7 - - 251 208 246 
Radio and television sets - a 1 o ol 5 424 343 424 
Irons, vacuum cleaners and kettles . . ~ a - ry 182 151 174 
Total ‘* vehicles ”’ index = ae et alps “< a 172 160 165 
ee ks - fi ba bg - ” on ie 319 261 285 
Commercial vehicles . . wis - soil si ot a 162 150 145 
Motor cycles .. h - Ss pi ea - a 148 104 145 
Pedal cycles... i ea “4 - wad “ ot 122 98 87 
Locomotives .. - << ~~ bi ae a oe 74 57 c 60 
Total ‘‘ metal goods not elsewhere specified *’ index a eg 125 123 116 
Domestic hollow-ware we om “3 he re 74 64 61 
Metal furniture - inl ng: ile ae "e ok > 144 154 146 
Cutlery a a oy i Ps i - 2 178 175 151 


calculations, so far as manufacturing industry is concerned, more than 
anyone else has managed to; he has calculatedt that manufacturing capacity 
by the beginning of this year had reached 142 per cent of its 1950 value, 
whereas manufacturing output is slipping away from the level of 122 
(1950=100) that it first reached in 1955. 

It is not easy to decide how much one can safely infer from figuring 
such as this about the physical capacity of industry now, the extent to 
which it may be under-employed, and the rate of re-expansion that could 


** Rising Output and its Sources’ in The Banker for June, 19: 
+t ‘‘ How Much Unused Capacity? ”’, Financial Times, July 4, 1 
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now be got out of it without raising total costs (let us leave alone any jobbing 
backward about “ production forgone’’). But if one takes account both of 
these apparent additions to capacity and of the “slack”? suggested where 
output has of late been below recent peaks, it adds to the impression of a 
substantial reserve of unused capacity in industry to-day, though probably 
still somewhat patchily assorted among industries. 

This reserve is indeed identifiable in more or less precise physical terms 
in certain industries. When the steel industry recorded, for June, that it 
was operating at 20 per cent below capacity, it was measuring production 
of crude steel against a quite clearly-defined “ preferred rate ’’ of operation, 
taking into account rated capacity, the normal number of shifts worked, 
acceptable ‘‘ down-time ”’ and other factors (this is incidentally an operating 
rate that the industry would find entirely acceptable and highly profitable, 
not some notional figure that it would find extremely expensive to achieve). 
The proportion of spindles and looms inactive in Lancashire has been dole- 
fully recorded for many years. ‘The capacity of power stations, and the 
practicable load factor, are perfectly measurable: within limits, so are the 
capacities of big productive units turning out homogeneous goods such as 
cement, glass bottles, or cathode-ray tubes. Wherever operations occur 
successively in a chain of units, or assembly draws together intermediate 
products from many lines, capacity is seldom ideally balanced and becomes 
harder to measure (one looks for an indivisible ‘ limiting’ item of plant, 
but many even of these allow more flexible rates of output at a profit than 
one would expect). In the engineering firm producing a wide and variable 
range of products to order, and also ready to do a good deal of jobbing 
work on the side—and such firms include many of the plant and machinery 
builders—capacity becomes an almost mystical concept. Here the limiting 
factor may be external: for example, the capacity of key suppliers such as 
English Steel and Hadfields to turn out super-heavy castings and forgings. 
No shipbuilder, again, would claim that British yards have been operating 


to full capacity for many years; but they argue they have done all they 


could with the supply of steel they could obtain at cheap British prices. 

In such firms, capacity is often talked of in human terms: fitters and 
erectors may be quoted as the limiting factor in machine-tool manufacture, 
design engineers and experienced draughtsmen in other plant and machinery 
factories. And it is a fair question for this economy as a whole, even now 
showing no more than 2 per cent of unemployment, whether enough labour 
would in fact be generally available for re-expansion of demand to operate 
the extra capacity that must be accruing. However, on any analysis of 
what has been happening in the economy since 1955, there would appear 
to be a large margin of “‘ under-employment ”’ inside British industry at 
present: to reduce short-time working, and bring overtime back to the 
levels that British managers appear to find entirely acceptable, might 
coincide with some access of energies among people already employed to 


allow a quite considerable fillip to output without taking on extra people. 


sé 


Nor, since the war, have the numbers unemployed, plus the “ natural ”’ 


increase in population of working age, in practice set an upper limit to the 
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growth of the working population. ‘This country, like most others in 
Western Europe, has had a “‘ windfall of extra workers ”’ from the fact that 
a steadily larger proportion of people, within this employable population, 
have in most years been taking up paid jobs. Such a process obviously 
has limits, but it is extremely difficult to guess how and when they will 
manifest themselves. About 30 per cent of British married women, for 
example, now go out to work, which is comparatively high; but their shift 
into paid jobs is a process of far longer standing than, for example, any 
post-war boom, and there is no obvious reason why it should not continue 
for quite some time. Demographically, indeed, the population of working 
age is now growing rather faster than of recent years; there would seem no 
particular danger that the actual working population could not over the 
next few years grow fast enough (by about a half of one per cent per year) 
to sustain the kind of rates of continued expansion that used to be bandied 
about so cheerfully a few vears ago. 

The above rather mechanical discussion of the slack in industry and 
of the extra labour that might be available, has ignored two broader 
aspects of capacity in an industrial economy. ‘The first is that in a techno- 
logically progressive economy, with new products constantly forcing their 
way up to compete for the consumer’s spending money, some margin of 
industrial capacity must at any time be expected to be slack in a sense that 
nobody wants to take up: capacity for products that are falling behind in 
the technical competition. 

The second point is that the preferred* capacity of an industrial economy 
as a whole, if one can conjure up such a misty concept, is liable at times 
to differ somewhat from the sum of the preferred capacities of its com- 
ponent industries and firms. It has always seemed to me idealistic to 
assume, for example,. that the point at which imports of expensive 
American sheet steel and tinplate began to embarrass Britain’s balance of 
payments and erode its reserves late in 1955 also happened to be or would 
ever happen to be the precise point at which makers found that material 
costs, overtime, and indeed physical limits of capacity were making it no 
longer profitable to turn those commodities into saleable motor cars and tins 
of pet food. It does not need any abstruse input-output analysis to reach 
the truism that capacity in an economy such as Britain’s will perhaps more 
often than not be out of balance to a degree that will embarrass those 
charged with financing the international operations of all countries that 
use sterling with a painfully small reserve (and hence unable to make up 
Britain’s balance abroad). 

It seems to me indisputable, then, that quite a considerable margin of 
unused capacity exists in British industry to-day, and that this margin of 
slack has been developing in the economy for the past two years. I am not 


* I have used this adjective several times because any measure of capacity, 1n industry, 
is likely to be partly arbitrary. Industrialists work their plant for more shifts or less, at 
greater intensity or less, to different limits of safety or maintenance cost. The best one 
can ask of a measure 1s that it should be the rate that the owner thinks, in normal circum- 
stances, gives him the greatest all-round advantage. 
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sure how this affects the ‘‘ demand inflation/cost inflation’ argument. It is 
true that wage rates and prices have steadily continued to rise during that 
period—and they have not by any means stopped yet. It has always 
appeared to me that the limited but significant degree of monopoly power 
that unions and managements possess to influence the amounts and manage 
the prices of what they sell would impose a margin within which these 
prices would not respond or would respond only very sluggishly to restraint 
upon demand and eventually upon employment. Those observed facts 
have never seemed to me impossible to accommodate within a diagnosis of 
demand inflation that takes account of existing “ stickinesses’’ 1n the 
economy—though they are certainly embarrassing in devising anti-infla- 
tionary policies that will be socially or indeed economically acceptable. 


‘é 


The Investment Decision 


To postulate, or recognize, the margin of unused capacity within British 
industry to-day does not seem to me to offer much enlightenment about 
the extent to which private industrialists, now mildly encouraged, will go 
on investing. It is all very well to ask, ‘‘ Why should they go on putting 
in new capacity until they have had some profits out of what they have 
been buying these past four years? ’’: one should not under-estimate some 
of the “‘ institutional ’’ elements now built into big business, such as research 
and development departments, whose main raison d’étre lies in promoting 
investment. (Incidentally, new equipment usually is put to work, and 
earns at least its margin of extra efficiency, once it comes into commission; 
continuing lack of demand, certainly, may keep overhead costs per unit for 
the whole factory higher than was hoped, but it is old plant that will 
ordinarily be kept idle.) Whatever the British industrialist is, he is not 
volatile. It took a very considerable time after the war to persuade him that 
the economic climate was right for genuine private industrial investment, 
aimed simply at making profits rather than driving exports or saving dollars 
or other nationally desirable objectives; and it may have taken more than 
three years of attempting to restrain inflation (an objective with which he 
has much, 1f mixed, sympathy) to persuade him that it now isn’t. I must 
confess to a hunch that in certain industries, at least, we have seen the full 
course of investment cycles that cannot be expected to recur for three or 
four years; but there is not enough evidence yet to argue this confidently 
about, say, manufacturing industry in general. 

In this restricted area of entrepreneurial decision, political influences and 
what one fundamentalist friend of mine last year cited as ‘‘‘ confidence’ in 
the widest sense’”’ have their interplay. I do not know if it would be 
excessively cynical, in these august columns, to hazard that upon industry’s 
confidence about further investment, the Gallup Poll suggesting that the 
Government could win an election forthwith may have had more effect 
than the cut in Bank rate, the removal of the directive, and the muzzling 
of the CIC; or that, as I write, the course of re-expansion this year seems 
liable to depend more upon what goes on in the Middle East than upon 
economic policies here or in America. 
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As I See lt... 


By SIR OSCAR HOBSON 
































Economy Ex-Iraq 


GAIN I am condemned to write in an environment of inter- 
national crisis. The revolution in Iraq and the subsequent 
landings in the Lebanon and Jordan have in most people’s minds 
re-created the emotions and thoughts aroused two years ago by 

the Suez trouble. To the extent that both situations are the product of 
that confused medley of psychological forces labelled ** Arab nationalism ”’, 
there is a clear resemblance between them. But there are great differences, 
too. First and foremost the United States and Great Britain are this time 
working in harmony; there is every reason for hoping that the tragic mis- 
understandings which bedevilled the reaction of the West to Nasser’s seizure 
of the Suez Canal will be avoided this time. Furthermore, even those 
who oppose the Anglo-American intervention admit that it 1s not contrary 
to international law and that it may even have moral justification. Their 
opposition is mainly directed against the expediency of the operations. 
It is one thing, they say, to go in and quite another to get out. You can 
do everything with bayonets except sit on them. It is folly to get in the 
way of this irresistible force of ‘nationalism. Stand from under. Well, 
[ think that is over-simplification. Arab nationalism may be “ irresistible ”’. 
That does not mean that it is a homogeneous current whose flow cannot in 
a degree be controlled and directed. In any case, to say, as the Govern- 
ment’s critics apparently do, that with the example of what happened in 
Iraq before them Britain and the United States should have stood calmly 
by and watched the same thing happening in the Lebanon and Jordan 
(and in a year or two very likely in Israel too) without lifting a finger to 
stop it is to say something which would go very much against the grain 
with most of us. 

For the purposes of this commentary, however, I must assume that the 
smouldering volcano of the Middle East is not at once going to burst into 
full eruption, but that the rumblings will presently die down again. 

On any other assumption it would be impossible to discuss the economic 
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outlook now confronting us. On this assumption the outlook has, I hold, 
taken a turn for the better since I last wrote. ‘The American recession has 
“bottomed out’’. It has bottomed out punctually according to plan. 
Rarely before have so many economists been so right in a matter of fore- 
casting the future. ‘They said that the bottoming out would happen about 
the middle of 1958. And it has. The Federal Reserve Board index of 
production (seasonally adjusted version) after falling 19 points from 145 
to 126 between August, 1957, and April, 1958, recovered 4 points to 130 
in the two following months May and June. That looks pretty definite 
and if, as the same economists believe, the recovery during the remainder 
of this year will only be “ weak ”’ or “‘ mild ’’, it is from our point of view 
a great deal that the American economy should no longer act as a drag on 
our own. It seems likely, moreover, that basic raw material prices, too, 
have bottomed. The sensitive indices, British and American, are, of course, 
already reflecting the impact effect of the Middle East trouble and have 
risen quite sharply. That effect may, and we hope will, wear off quickly. 
But even before the Iraq coup all these indices were some way above their 
low points, while it is significant, too, that the more leisurely Board of 
Trade industrial materials index, after falling every month for over a year, 
has now taken a small upward turn. 


The Credit Relaxations 


These at least are steadying influences for us. ‘They certainly do not 
suggest that a rapid recovery awaits our economy any more than it does 
the American. It may be that we have some way further to go before 
recovery even begins. ‘That, of course, raises the question of whether, and 
if so what, positive steps should be taken to quicken the recuperative process. 
Last month, following the reduction of the Bank rate to 5 per cent, the 
‘authorities ’’ announced certain decisions. In particular, they withdrew 
the official “‘ request’ to the banks to hold the average amount of their 
advances within the actual average for the twelve months to August, 1957. In 
fact, the slackening of trade and the fall in commodity prices have in recent 
months rendered the request ineffective, in so far as without any restraining 
action by the banks their advances remained well within the prescribed 
limit. Nevertheless, the restoration to the banks of their traditional freedom 
to carry on banking business according to their lights is important. It 
saddles them directly with the responsibility for their mistakes and it 
restores a modicum of the competitive spirit which has been so much 
weakened in recent years but which one does not wish to see disappear 
altogether. 

At the same time the authorities did some more tinkering with the Capital 
Issues Committee. They raised the maximum control-free borrowing 
limit from £10,000 back to £50,000; they exempted capitalization issues 
from control (except where redeemable securities are involved); and they 
gave the CIC authority to sanction capital issues by HP finance houses 
and investment trusts. This is all to the good but, at the same time, the 
oficial mind must needs get to work on its favourite task of closing 
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loopholes which ingenious operators have discovered in the last edition of 
its regulations. “ Artificial devices’’, by the use of which new money 
was raised without going to the CIC, are now brought under its purview. 
So we have relaxations diluted by new restrictions, and while we may be 
thankful for the former, which certainly bulk larger than the latter, I for 
one remain quite unconvinced that there is now any need for a special 
control over capital issues and borrowing, and quite unimpressed by the 
argument that “if we don’t keep a facade of control you will get something 
much more stringent when the Socialists get back ”’. 


Special Deposits — Still Bolder Scheme Needed ? 


One new restriction has still to be mentioned. ‘The banks are required 
to give a guid pro quo for their restored freedom. ‘They have been asked 
and have consented to submit to a new regulation under which they may 
be called upon to make “ special deposits’ with the Bank of England. 
This proposal will, I am sure, be fully analysed elsewhere in this number 
of The Banker, so I shall not say much about it here. But I should like 
to underline two points. ‘The first is that it is only a stopgap plan for use 
if necessary before the Radcliffe Committee has reported. ‘That no doubt 
will be some time next year, so that it is distinctly unlikely that there will 
be any need to put the plan into force, especially as, at this moment, the 
banks’ liquidity is low for the time of the year. ‘The second point is that 
the new plan does not go to the root of the trouble. The trouble is the 
existence, owing to the two world wars, of a vast floating debt, monetizable 
almost at will, which is a permanent source of potential excess liquidity for 
the banking system. What is really needed is a once-for-all mopping up 
of this excess. I have always thought that something of this kind ought to 
be possible. ‘The continuous process of debt funding which goes on year 
after year, at the best succeeds in preventing an increase in the floating 
debt. Something more is needed if the monetary authorities are not to 
remain permanently at the mercy of the money market and its power to 
demand that they “* stand and deliver ’’. 

Any plan of the kind I am suggesting would need the agreement of the 
banks. ‘They would certainly not give it effusively, but I have no doubt 
they would give it. ‘They are, after all, in a highly privileged position. 
An alternative suggestion, which has often been put forward, is that the 
banks should be subject to compulsory and variable “‘ liquidity ratios ”. 
This would be another method of freezing excess liquidity. ‘The banks 
do not like this either. ‘They claim that the degree of liquidity they find 
it prudent to practise is entirely their own affair. I notice, however, that 
in his letter to the Chancellor detailing the arrangements for the new 
‘special deposits ’’, the Governor of the Bank of England says specifically 
that under the new plan “‘ the banks would continue to maintain their usual 
minimum ratios between liquid assets and total deposits”’. ‘That sounds 
uncommonly like the thin end of the wedge of compulsory minimum 
liquidity ratios. On this problem of whether new monetary controls, 
supplementary to the classical ones, are needed, action must now await the 
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recommendations of the Radcliffe Committee. ‘That, however, does not 
settle the question of whether and to what extent further use should be 
made of the traditional instruments, the Bank rate and monetary policy on 
the one hand and fiscal expedients on the other, in the coming six or twelve 
months. 


No Need for Stimulants—Yet 


Personally, I feel strongly that a line should be drawn between relaxation 
of controls and positive stimulants to increased industrial activity. I think 
it would be dangerous, in view particularly of the wage pressure situation, 
to do anything to force expansion. In this matter the line between the 
relaxant and the tonic may be difhcult to draw. But I include among the 
former the reduction of the Bank rate to 5 per cent and the easing of the 
borrowing and capital issue controls. ‘These I accept as proper and 
desirable moves. On the question of a further reduction of the Bank 
rate, I have an open mind. If the Middle East tension subsides satisfac- 
torily, I do not think I should react violently against a further fall, provided 
the authorities have at last schooled themselves to be quick on the draw 
as soon as the need for a tightening of rates becomes apparent. ‘This has 
been their greatest failure so far. They have never succeeded in fore- 
stalling the market—in surprising it. (Last September the only element of 
surprise about the raising of the Bank rate lay in the discovery that they 
had been induced to take action after everyone had given up hope that 
they would.) If a recoil to 44 per cent or even 4 per cent gave them a 
better “‘ take off’ from which to jump promptly back to 5 or 54 per cent, 
then it might well be justifiable. 

On the other hand, I do not want fiscal concessions yet awhile. Anything 
that stimulated consumption would be plain nonsense at the present time. 
I am not keen, either, on stimulants to investment. If consumption keeps 
up, investment will presently recover without them. In a recent article in 
the Financial Times, Professor Paul Samuelson spoke of “‘ the built-in 
stability ’’ of the American economic system, acting to stave off the classical 
nineteenth century type of cumulative depression in which a fall in invest- 
ment led to a fall in incomes, a fall in consumption and so to a further fall 
in investment. We, too, now have built-in stabilizers in the shape of 
unemployment pay, pensions, PAYE drawbacks and other transfer pay- 
ments which are at least as effective as the American. 

My belief is that we should rely on these and be in no hurry gratuitously 
to create further demand. 

In that connection let us remember that, while the main wage claims of 
the ‘‘ public sector’ have now been settled on terms which one hopes will 
prove tolerable by the economy as a whole, the most important claim in 
the private sector, that of the three million workers embraced in the Con- 
federation of Shipbuilding and Engineering Unions, still remains in process 
of negotiation. That claim is for an increase of “‘ not less than 6 per cent ”’. 
I have read the speech of Mr W. J. Carron for the Confederation in support 
of the application at the joint conference of the Confederation and the 
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Employers’ Federation in June. It was a very able and persuasive presenta- 

tion of the workers’ case, which deserves wider consideration that it will 
get. ‘There were, of course, gaps and inconsistencies and even sophistries 
in his argument, but I wondered how many of the employers who heard 
him would have been able to expose these on the spur of the moment. 
Mr Carron based his case squarely on the “ demand-pull”’ theory of 
inflation, thereby unceremoniously flinging back into the faces of the Labour 
intellectuals the ‘“‘ cost-push’”’ argument which casts the trades unions as 
the villains of the inflation drama. On the contrary, said Mr Carron, the 
Government was responsible for the rise in prices. ‘‘ Every worker knows 
that wages have been chasing prices and not leading or causing them ”’, 
True, if there were a rise in wages and nothing else changed, production 
costs would rise and this might mean a rise in prices. But a rise in costs 
stimulates new and better methods of production. It keeps management 
on its toes and stirs the backward firms to greater efficiency. Therefore, 
a standstill in wages would not be in the interests of the community. 

Here, of course, there is one of the flaws in Mr Carron’s argument. 
Carried to its logical extent it would have to admit that the laggard firms 
may—or must—go to the wall. Is Mr Carron willing to contemplate 
unemployment among his members so that the ones who serve the efficient 
firms may get higher wages ? He showed no sign of it. Nor did he face 
the obvious fact that though his argument may be sound in the long run, 
it does not necessarily apply in the short run. He maintained, indeed, that 
“the industry is still able to afford a substantial increase in the present 
rates of wages’”’. But he had, of course, no up-to-date figures of profits 
wherewith to substantiate this dubious proposition. 

Another weak point about -his case was that he nowhere betrayed the 
slightest recognition of the fact that if extra capital went into the industry 
—and he was all in favour of as much investment as possible—it must be 
assured its due remuneration. Indeed he implied, without precisely saying 
so, that labour was entitled to take out in wages the whole of the increase 
in productivity. He complained, at any rate, that total wages and salaries 
per unit of output had increased ‘by less than the retail price index. 

But though it is not very difficult to pick holes in Mr Carron’s argument 
it was interesting, and I think encouraging, to find that Labour now thinks 
it necessary to support its claims by an infra-structure of sustained economic 
reasoning. It was interesting—and amusing—too, after all the abuse which 
the industrial and political Left has hurled at the Cohen Council, to find 
the engineering industries’ spokesman citing, with respect though not 
always agreement, the views expressed in the Council’s first report. 

What we now have to hope for is when he next submits a wage claim, 
Mr Carron will take his argument a stage further, that he will not content 
himself with a complaint at “‘ the tremendous increase in profits and divi- 
dends”’ but will go on to affirm boldly that Labour believes in high profits 
and will go all out to help managements earn them—and then insist on 
taking a fair share of them. ‘Then indeed British industry could be 
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Company Finances after 
the Boom 


By S. J. PRAIS 


HE investment boom is widely regarded as having broken, but, 

in Britain at least, it has broken gently, and the first official 

measures have now been taken to encourage re-expansion. 

How is industry placed financially to undertake this? The boom 
of the mid-’fifties was financed to an important degree from the reserve 
of liquid assets left over from the war. No such cushion exists to-day; 
the depletions of past years have left companies notably illiquid. ‘This 
article makes a detailed survey of the sources of finance drawn on during 
the boom, and proceeds to an assessment of the finances of companies at 
present. 

The survey of the finances of industrial companies relates to some 3,000 
large public companies, namely those (a) engaged in industry and com- 
merce and operating mainly in the United Kingdom, and (6) having a 
quotation for their shares on a stock exchange in the United Kingdom. 
The years examined are 1953-57 (with comparisons with the period 
1949-53); in addition, an assessment of the prospects for 1958 is included.* 

Two cautions should be borne in mind throughout. First, while the 
information till 1955 is based on firm figures (the analyses of published 
company accounts prepared for 1949-53 by the National Institute of 
Economic and Social Research, and for 1954-55 by the Board of Trade), 
the figures for subsequent years must be regarded as provisional. ‘Those 
shown in the tables below for 1956 are based on the quarterly tabulations 
of accounts made by The Economist, with numerous adjustments; and those 
for 1957 rely partly on The Economist and partly on an interpretation of 
other more fragmentary sources. Fuller details are given at the end of 
this article. 

The second warning is that the year-to-year movements in the present 
figures understate the true extent of the actual changes. This is the 
inevitable consequence of grouping together the annual accounts of all 
companies with financial years ending during a calendar period of twelve 








* The analvsis follows the principles of a series of studies shortly to be published by the 
National Institute of Economic and Social Research. 
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months; strictly, the statistics shown here for any year represent a moving 
average of events that in reality span some twenty-four months—though in 
fact close on half (47 per cent) of total profits relate to companies with 
accounting years ending in the December quarter. 

These statistics illustrate the financing of the great upsurge in business 
activity in 1954-55. These years, together with part of 1956, exhibit many 
of the classical symptoms of an investment boom: a great rise in expenditure 
on fixed capital, a decline in holdings of liquid assets, and much reliance 
on financing by means of trade credit. The general effects on company 
finances in these years are shown in summary form (Tables VII and VIII) 
towards the end of this article. ‘They show the general picture; but this is 
perhaps better understood after examination of the main items 1n turn. 

xpenditure on fixed assets by these companies has been rising con- 
tinuously since 1949 (when this series of statistics begins); a very sharp 


TABLE I 


EXPENDITURE ON FIXED ASSETS* 
(£ millions) 


1949-53 | 
Average | 1953 1954 1955 1956 1957 
Tangible assets. 2 392 | 444 548 689 870 950 
Goodwill and other intangibles — 4 | 4 3 + 
Trade investments - i ‘a 10 |; -5 11 21 > (100) (90) 
Acquisition of subsidiaries... “a 25 61 92 75 
431 506 654 789 970 1,040 
Proportionate increase in value over 
previous year ; — |; +11% +29% 4+21% +23% 47% 
Proportionate increase in volume over 
previous yeart ~-- +10% +29% +16% +17% +4% 


Note — Figures in this table wal solenpines ones relate to the quoted eneiantes under demain 
* Before deducting depreciation, after deducting receipts from any sales. Adjustments due 
to consolidation have been left out of account; they would reduce the figure shown for 
tangible assets by about {10-15 millions a year. 
+ Estimated on the basis of the index of prices of fixed assets shown in the 1957 Blue 
Book, Table 18. 


Figures shown in parentheses should be treated with reserve. 
rise of nearly 30 per cent occurred in 1954, and further substantial increases 
took place in the two subsequent years. By 1956 expenditure was running 
at well over twice the level of 1949-53. The increase in fixed investment 
by these large companies has exceeded that by all companies; the National 
Income Blue Book shows fixed capital formation by all companies in 1956 
at rather less than double that in 1949-53. Part of the increase in capital 
expenditure, of course, is attributable to higher prices but, as may be seen 
from the estimates in ‘lable I, the increase in volume has been much the 
greater influence; according to the Blue Book, prices of fixed assets in 
1956 were 23 per cent above prices in 1949-53 

One special factor that may have helped to concentrate capital expendi- 
tures into this period was the system of ‘‘ investment allowances ’’, intro- 
duced in the budget of 1954 and applicable until the anti-inflationary 
measures of February, 1956. But the influence of this fiscal device should 
not be exaggerated. First, the substitution of the investment allowances 
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for the “ initial allowances ”’ had no cifect on the immediate availability of 
finance; though ultimately, of course, there is a difference between a gift 
and a loan and this will provide some immediate incentive. Secondly, the 
tax relief granted was not as much as is sometimes implied; the maximum 
amount was given away in 1955 and a rough calculation (assuming two- 
thirds of capital expenditure was on plant and machinery and a third on 
buildings) shows it at some {£50 millions. ‘This sum may be compared 
with total capital expenditure by these companies in 1955 of £789 millions, 
or with the year-to-year rise in capital expenditure of some £150 millions. 

A favourable reassessment of investment opportunities is the usual accom- 
paniment of a boom psychology, and those who are more impressed with 
the possibilities of the boom try to acquire, and manage, the assets of those 
of calmer temperament. Of course, a further factor that in this period en- 
couraged take-over bids was the policy of dividend restraint. As shown in 
‘Table I, expenditures on acquisitions of new subsidiaries and on trade in- 
vestments rose even more rapidly than did expenditures on other fixed 
assets: in 1954 and 1955 expenditures on “ trade investments, etc’, were 


TABLE II 

CHANGES IN STOCKS 
1949-53 ; 1953 1954 1955 1956 1957 
Average | 


Increase in value of stocks (£ mns) .. 217. |= = -12 223 361 385 270 
Proportion of increase attributable to | 
stock appreciation* (per cent) ve 69 | —ft 21 235 33 19t 


* All companies as shown in Blue Book (1957), Table 59. 


+ The Blue Book suggests that in 1953 there was a small increase in the volume of stocks 
which was more than offset by a fall in their prices. { Preliminary estimate. 


some three times as great as in 1949-53. The information for 1956-57 is 
particularly tentative at this point; it suggests that such expenditures were 
maintained at a high level in 1956, but declined in 1957. 

Stocks and work in progress owned by quoted companies have also 
increased tremendously in recent years (see Table II).* Part of this 
increase is again due to inflation, but, using the estimates shown in the 
table, together with the balance-sheet value of stocks, it appears that the 
volume of stocks in the past four years has been rising at the exceptional 
rate of 6-7 per cent a year. This rate of accumulation, probably three or 
four times as great as that during 1949-53, is unlikely to be maintained; 
indeed, one of the inferences to be drawn from the June survey by the 
Federation of British Industries is that very recently part of industry’s 
stockbuilding has been involuntary, adding to stocks of finished goods 
rather than raw materials. 

In the long run an increase in capital equipment and in stock holdings 
has to be matched by a corresponding increase in long-term sources of 





* 'The rise in stocks shown here for quoted companies is in every year rather large com- 
pared with the Blue Book estimates. In part this is due to the inclusion of the stocks of 
overseas subsidiaries in the statistics for quoted companies (excluded in the Blue Book); 
but the matter deserves further examination. 
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finance—retentions out of profits or issues of share or loan capital. In the 
short run, however, finance can be provided by a running down of liquid 
assets and this is typical of boom conditions. From 1949 to 1954, as can 
be seen from Table III, these companies’ holdings of liquid assets were 
slightly increased (most of the increase occurring in 1953), but in 1955 and 
1956, despite the increase in requirements set by a higher level of turnover, 
liquid assets were rapidly run down. By the end of 1956, net liquid assets, 
after deducting bank overdrafts, appear to have been at a lower level than 
in 1948, while the operating sizes of these companies (as measured by both 
trading profits and net assets) had doubled in the same period. 

Broadly similar movements appear to have taken place in “ surplus’ 
liquid assets (defined here as the balance after deducting overdrafts and 
provisions for taxes, dividends and interest due, from cash, tax reserve 
certificates and marketable securities); though on this definition the decline 
is seen to commence a year earlier, in 1954. 


‘ > 


TABLE Ill 


CHANGES IN COMPANY LIQUIDITY 
({, millions) 














1949-53 | 
Changes in Average | 1953 1954 1955 1956 1957 
Cash P m cs +53 | +131 —- 1 —118 — 80 , 
‘Tax reserve certificates aa > Za + 47 +63 - 59 — 20 
Marketable securities .. oe +13 | 28 -—19 +115 + 10 
Total a ag ie +73 | +206 +43 — 62 - 90 +35 
Less overdrafts* .. - si -16 | + 43 —22 —- 58 —- 80 —- 15 
Net liquid assets... .. .. +57 | +249 +21 4-120 -170 +20 
Less taxes due* .. a ce —-42 | — 15 1 —- 29 — (50) —-(30) 
Less dividends and interest due* - 9 | — 22 — 25 —- 16 -— (15) -(10) 
‘“* Surplus ” liquid assets. . - + 6 | -212 — 3 — 165 —-235 -20 








* Increases shown minus, decreases plus. 


The running down of liquid assets clearly provided some of the finance 
needed for the increase in expenditure on fixed assets. But for many 
firms these depletions were probably deliberate and not merely an inci- 
dental consequence of changes in capital expenditure. While we still have 
too little information to judge how far companies at any time consider 
themselves abnormally liquid or illiquid, it seems likely that in the imme- 
diate post-war years liquidity was unduly high, in consequence of good 
profits, dividend restraint and restrictions on capital expenditure. For 
some firms, therefore, the run down of liquid assets during 1955-56 may 
have done no more than bring them closer to a level of liquidity consistent 
with their long-run intentions. 

It is likely, too, that as continuous inflation became to be accepted as part 
of the natural order of things, there was a decline in the normal amounts 
of their assets that companies wished to keep in liquid form. ‘The sharp 
rise in the Treasury bill rate in 1955 gave companies an opportunity of 
earning a little more on their idle balances, and the table shows a switch 
of some {120 millions out of cash and into ‘‘ marketable securities ”’; but 
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on balance, as already noted, liquid assets fell considerably in that year. 

While, therefore, there are grounds for thinking that some decline in 
liquidity was intentional and inevitable, it is nevertheless difficult to rule 
out the suggestion that by the end of 1957 many companies were uncom- 
fortably illiquid. If this were so, companies in coming months will be 
trying to increase their liquidity, and until such increases are achieved many 
companies may feel hesitant in embarking on plans for further expansion. 

This impression of unduly low liquidity is reinforced by examination of 
the actual level of liquid assets shown in the balance sheets of these com- 
panies. ‘The following tabulation shows the aggregates, in contrast with the 
figures of annual changes in the preceding table. 














Amount Shown in Balance Sheet 1948 1953 1957 
{, millions 

Liquid assets .. ” - ied 1,069 1,430 1,345 

Less overdrafts ‘ - 6 — 212 — 288 — 465 

Net liquid assets - i - 857 1,142 880 

Less tax, dividends due - 4 — 591 — 790 — 950 

‘Surplus ” liquid assets... =e 266 352 - 70 





By the end of 1957, in contrast to earlier years, requirements for taxes, 
dividends and interest due exceeded the available net liquid assets. 
Immense variations, of course, exist between companies within the group, 
and too much importance should not be attached to this negative sign: 
some companies always attempt to be very liquid, while others are well 
accustomed to relying on bank advances to meet their day-to-day obliga- 
tions. It would therefore be going too far to describe the present position 
as ‘* precarious ’’; but it seems clear that the liquidity of companies is now 
lower than at any time since the war.* 

An increasingly important means of finance in this period has been trade 
credit. Its growth has proceeded at a pace that is exceptionally large by 
most standards. In 1948 the gross amount of debtors outstanding in the 
accounts of these companies was £1,136 millions; by 1953 it had increased 
to £1,911 millions, that is at a rate of 11 per cent a year. The rate of 
increase was maintained in 1954, rose to 14 per cent in 1955, but appears 
to have slowed down slightly in 1956-57. By the end of 1957, ‘‘ debtors ”’ 
accounted for approximately two and a half times as much as at the end 
of 1948. It should be emphasized that, as a means of financing the boom 
(or, indeed, the continuous inflation), it is the gross amount of credit that 
has to be considered rather than the net amount; the gross amount is a 
form of money which is exchangeable against goods, and the more credit 
that is “* created ’’ the greater the value of goods that can be bought. 

Declining liquidity, the rise of consumer financing, and the need to 
grant increased export credits seem to have been the main factors con- 
tributing to this expansion in trade credit. ‘The influence of these and 
other special factors was quite varied, as the classification in Table IV 





* Liquidity also fell very sharply following the stock inflation of 1951; but even then the 
fall was not quite as steep as in the past few years. 
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shows. Restrictions on hire-purchase credit came into effect in 1955 and 
led to a marked slowing down in the rate of expansion of debtors shown 
by the retail trade; but even so, debtors as a whole did not decrease. For 
the metal and engineering trades, for which exports have been especially 
important, the expansion in debtors has been above the average of that 
for all industries. However, for the individual industries here displayed, 
much the most important of the influences affecting trade credit appears 
to be fluctuation in the rate of output. 

In comparing the value of turnover financed by trade credit with that 
financed by, say, bank credit, it is necessary to take into account the 
different velocities of circulation. ‘The amount of the annual increase in 
company “debtors” in 1954-57, at £240 millions, has been some five 
times as large as the increase in these companies’ bank advances, which 
has been about £45 millions a year. But whereas bank deposits change 
hands, say, some twenty times a year (that is, each pound is held two to 
three weeks before it is passed on again), trade credit circulates much more 
slowly. Credit is extended in some cases until the end of the month 
following delivery (that is, for an average of six weeks); sometimes for a 








TABLE IV 
TRADE CREDIT EXTENDED BY SELECTED INDUSTRIAL GROUPS 
Gross Debtors, Annual Increases 
Industrial Group Outstanding | — 
at End-1953 | 1954 1955 1956 1957 
{ millions Per cent 
Chemicals . . —- - ei e 214 | 11 14 13 
Iron and steel _ - vm 7 196 | 7 14 13 15 
Mechanical engineering .. aia ae 182 | 13 20 10 3 
Electrical engineering .. oa - 205 | 11 23 6 15 
Vehicles... ree ‘i - i, aa | 5 12 5 26 
Building materials and contracting - 67 | 10 19 5 8 
Wholesale distribution .. ne ‘4 203 | 13 13 n.a. n.a. 
Retail distribution os - - 119 | 25 3 5 6 
Other ‘a a ™ os ai 594 11 11 n.a. n.a. 
Total ne i “k a eee 11 14 7 10 


large part of the “season” (as by tadio manufacturers to their dealers); 
longer still in the case of hire-purchase credit to consumers; and for periods 
of two years or more for exports of héavy machinery. If the average period 
of trade credit is taken as roughly three months—denoting a velocity of 
circulation of four times a year—the amount of turnover financed by £240 
millions of trade credit would be £960 millions; whereas the extra £45 
millions of bank credit would be used to finance, say, some £900 millions 
of sales. 

But velocities of circulation are not constant. The velocity of bank 
credit has much increased in the last few years, while impressions suggest 
that an opposite movement may have occurred in trade credit. ‘The period 
for which trade credit was extended was exceptionally short at the end of 
the war, and has been increasing since then, partly as a result of the lower 
levels of liquidity; the velocity of trade credit, in. other words, has been 
declining. ‘To some extent, therefore, the increases in trade credit out- 
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TABLE V 


(£ millions) 

















1948-53 | 

Average 1953 

Income to be appropriated* .. 1,112 1,229 
Ordinary and preference dividends 

(gross) .. — " . 298 362 

Debenture interest (gross) - 21 27 

‘Total distributions “ 319 389 

Net retentions after tax .. i 306 319 
Proportion of income to be appro- 

priated that was: 4 y 4 

(a) Distributed - wa 29 32 

(6) Retained .. - <a 27 26 


taxation. 


monetary policy. 


TABLE VI 


(£ millions) 


1949-53 

| Average 1953 
Ordinary shares <i - 61 55 
Preference shares e a 10 Y 
Debentures, etc we a 60 52 
Total i a ca 131 116 

Ratio of total capital issues to 
net retentions (°).. - 43 36 
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1954 
1,385 


409 
32 


32 
30 


1954 
a/ 
19 
83 





THE APPROPRIATION OF COMPANY INCOME 


standing, as shown in company balance sheets, are the result of the same 
amount of business being financed for a longer period of time. 
ingly, the relatively small increases in bank advances shown in company 


Accord- 





RECEIPTS FROM ISSUES OF SHARES AND DEBENTURES 


1956 
135 
10 
105 


250 


53 


1955 1956 1957 
1491 1,560 1,634 
451 474 519 
37 42 52 
488 516 571 
470 473 465 
33 33 35 
32 30 28 


* Trading and other income after depreciation and provisions, before tax and debenture 
interest. Includes all adjustments relating to previous accounting periods except those for 


balance sheets may well have been of greater weight than the larger increases 
shown in trade credit—a conclusion that is of considerable importance for 


The long-term sources of finance available to a firm, as here considered, 
consist of its internal retentions out of profits, and the amounts it may 
periodically raise in the capital market. For a number of years after the 
war the amounts ploughed back were thought to be unusually high, because 
of the influence of dividend restraint. But in the event the subsequent 
gradual rise in dividends has encroached on retentions less than might have 
been expected. As Table V shows, of the income available for appro- 
priation, the proportion distributed has risen from 29 per cent in 1949-53 


to 34 per cent in 1957. But the proportion retained in reserves was also 
rising until 1955, from 27 per cent in 1949-53 to 32 per cent: the rise in 
distributions was more than offset by reductions in taxes. 
two years has the proportion retained begun to fall; and there has been 
little change in the last three years in the actual amount retained. 
fact that the proportion retained in 1957 still exceeds that in 1949-53 
suggests that further rises in the proportion distributed are to be expected. 


Only in the last 


The 








Capital issues are popular in conditions of boom, and, as shown in 
Table VI, they have increased twofold or threefold in the last five years. 
The amounts raised from new issues of shares and debentures in 1949-53 
comprised some 43 per cent of amounts retained from profits; the proportion 
fell in 1953-54, but since then it has risen considerably. The provisional 
estimates suggest that in 1957 capital issues provided no less than three- 
quarters as much as retentions. ‘The steepest increase, until 1956, was in 
issues of ordinary shares. ‘The amounts raised by way of debenture issues 
also increased, despite inflation; but some of these issues, especially in 1957, 
were of debentures convertible into shares, giving the holder a safeguard 
against monetary depreciation. In these figures, it should be noted, long- 
term loans from the Finance Corporation for Industry and the Iron and 
Steel Holdings Realization Agency have been included among “* debentures, 
etc’’, though they are clearly of a special nature. Issues of preference 
shares have been limited by their tax disadvantage. 
Prospects for 1958 

The time has come to consider the prospects for 1958. It should be 
said at once that there are no marked signs of any liquidity “ crisis ”’ 
Nevertheless, it seems clear from the statistics examined above that com- 
TABLE VII 


COMPANY INCOME AND ITS APPROPRIATION: SUMMARY 


(£ millions) 











1949-53 | | 1958 
Average | 1953 1954 1955 1956* 1957* | Forecast 
Gross trading profits »» 1,269 | 1,434 1,607 1,748 1,850 1,965 | 2,000 
Less depreciation .. -. 191 -235 -266 -303 -340 -385 | -425 
Other income, nett - 34 30 +4 46 50 54 60 
onmeuenenm —tt—~LS iem~— wo_=m wns  <<-_«))é- 
Income to be appropriatedt 1,112 | 1,229 1,385 1,491 1,560 1,634 | 1,635 
Less tax§$... “a .. —613 -682 -704 -720 -770 -820 | -800 
Ner Income .. .. 499 | 547 681 771 790 814 | 835 
fas ens RE gee Ee ec ee one aoa | eine 
Distributions (net): | 
Ordinary dividends “s 138 170 206 228 240 265 | 275 
Preference dividends .. 29 29 29 31 32 33 34 
Debenture interest - 11 15 18 21 24 30 33 
Total .. is 178 214 253 280 296 328 | 342 
Minority interests .. i. i4 | 15 18 21 21 21 21 
Balance retained in reserves 307 319 410 470 473 465 | 470 
Net INCOME .. a 499 | 548 681 771 790 814 835 


* Provisional estimates. +t Income from investments, other income, “ prior year ”’ 
adjustments (except for taxation), less provisions. { Before debenture interest. § Includes 
taxes on dividends, debenture interest, and prior year adjustments for tax. 
panies are at the moment in a sensitive condition; any very sudden 
tightening of market demand could therefore spread rapidly, especially in 
view of the large amounts of trade credit that are outstanding. 

The crucial factor in assessing prospects for company liquidity is the 
course of stocks. It now seems likely that, partly because of the high 
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existing level of stocks and partly because of the course of commodity 
prices and of industrial output, companies will attempt not to accumulate 
further quantities in the coming year. If these attempts are successful 
(and as far as stocks of finished goods are concerned, there is clearly room 
for doubt), companies will be relieved of a major recent strain on their 
finances: in the past five years increases in the value of stocks have absorbed 
30-40 per cent of companies’ investible funds. The other side of this 
medal, of course, is that a slackening in the pace of stock accumulation 
involves a corresponding decline in demand, with adverse effects on profits; 
but a substantial part of this loss is borne by overseas suppliers of materials. 


TABLE VIII 
SOURCES AND USES OF CAPITAL FUNDS 


(£, millions) 
1949-53 | | 1958 
Average! 1953 1954 1955 1956 1957 | Forecast 
Increases in assets: | | 


Fixed assets, gross a a. 431 | 506 654 $1789 £42970 1,040 | 1,040 
Less depreciation es .. 191 —235 -266 -303 -340 -385 -425 
240 | 271 388 486 630 655 615 
Increase in value of stocks es 217 — 12 223 361 385 270 — 
Net trade credit extended - 43 35 33 68 — 25 40 30 
‘Surplus ”’ liquid assets 7 6 212 - 3 -165 -235 - 20 185 
Less sundry provisions and ad- | 
justments* och me .. -19 —-— 30 - 33 -27 -35 -60 | - 30 
INCREASE IN Net ASSETS .. 487 476 608 723 720 885 800 
Sources of finance: 
Net retentions .. er a 306 ~=|~= 319 410 470 473 465 | 470 
Additions to tax reserves oy: 46 | 45 49 14- 7 42 | — 
New issues 1 a - 131 116 159 252 250 360 | 330 
Other sourcest .. ve vs + - 4 -—-10 -—- 13 + i8 | — 
INCREASE IN Net ASSETS .. 487 | 476 723 720 885 | 800 


608 


* Adjustments due to consolidation of subsidiaries, etc. 
+ Change in minority interests, and other net receipts on capital account. 


Provided there is no unduly sharp inventory recession, there is a clear 
possibility that companies will be able to reinforce their liquidity in coming 
months; they would thus be better placed to meet any further decline in 
business activity. 

Capital issues may be expected to continue at a high level in the coming 
year while liquidity is being built up; in the past few months, issues have 
been close to the record levels reached last year. Even if in total they 
amount to 10 per cent less than they did in 1957, liquid assets could rise 
by, say, £200 millions in the coming year. Such an accumulation would 
bring them back to their end-1955 level, which was by no means high. 

Any calculation of this sort requires a view about the likely movements 
in a number of key elements, primarily the level of capital expenditure 
and the level of profits. In the calculations made here, summarized in 
Tables VII and VIII, gross capital expenditure in 1958 has been taken as 
constant 1n money terms (denoting a slight decline in real terms) in con- 
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published in February. Events since that survey have not been too 
encouraging, but the relaxation of the credit squeeze may help these fore- 
casts to be attained. 

A constant level also seems likely for company income available for 
appropriation. Despite pessimistic forecasts voiced towards the end of 
1957, when the American recession began to make its impact on trading 
expectations, published profits have so far been well maintained; wide 
variations exist among different industries, but, on balance, profits announced 
this year show a slight rise. Expectations at present do not seem to be 
too bearish: higher labour costs are probably inevitable, but these may be 
entirely offset by lower raw material costs; no further very marked move- 
ments in output are expected, though on balance there may be some small 
decline in the later months of the year—which would make the present 
assumption of constant profits a little too optimistic. 

Even if profits do fall slightly, however, ordinary dividends might con- 
tinue to rise, partly as a delayed response to earlier increases in earnings; 
and partly because the reform of the profits tax has removed one of the 
constraints on distribution. ‘The amount of tax payable is expected to 
decline somewhat, also as a result of this reform, and retentions on balance 
may therefore remain stable, at the level of the previous three years. ‘Thus, 
on these assumptions, industry will be far better fitted financially to resume 
growth in 1959 or 1960 than it 1s now. 


BASIS OF THE FIGURES 


The information for 1949-53 is taken from Table 5 of Company Income and 
Finance, 1949-53. ‘That for 1954 and 1955 is taken from the Board of ‘Trade’s 
tabulations published in Economic Trends (February, 1958); in view of the some- 
what larger number of companies included there, the published figures have been 
reduced to link them to the earlier series. 

The estimates for 1956 are based on a variety of sources, the main source being 
the tabulations of company accounts published by The Economist. ‘To attain com- 
parability in trade coverage, certain groups of companies have been omitted, 
namely those described as shipping, oi], rubber, tea and ‘* other ’’’ companies (the 
last group includes finance companies). ‘The tabulations used are those published 
in The Economist during the year 1957; broadly speaking, these relate to companies 
with financial years ending between April, 1956, and March, 1957, and on the 
average may be taken as relating to the calendar year 1956. 

The information obtained from The Economist’s tabulations has to be adjusted 
in various ways to provide the estimates that are required here. The adjustments 
made were based on a comparison of The Economist’s tabulations for earlier years 
(as analysed by Mr A. Luboff in Accounting Research in April, 1956) with the sub- 
sequent analyses published by the National Institute and the Board of Trade. 

The estimates for 1957 follow the same principles as far as possible. ‘The 
tabulations of The Economist so far available relate only to some 80 per cent of the 
total, and in grossing up these figures it has occasionally seemed desirable to 
extrapolate any trend they show. Some weight has here been given to other 
sources of information that are already available and relate to the whole year, 
namely the Economic Survey (Table 11), the Bank of England’s figures of new 
issues, and the quarterly classification of bank advances. 
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Ulster’s Unemployment 
Problem 


By PETER ROBSON 


EW people would dispute that the present state of Northern Ireland’s 

economy is disquieting, or that the short-term prospects are gloomy. 

Since mid-1956, when The Banker made its last survey of the province, 

unemployment has risen considerably from a level that was already 
high. In 1956 unemployment was running at an annual average of about 
6.4 per cent; and this was in fact the lowest for several years. In 1957 
unemployment rose to 7.3 per cent; and during the first half of 1958 the 
monthly rate has risen from 9.3 per cent in January to 10.9 per cent in 
April, its highest since the war. [ven at the height of the textile recession 
in 1952 the rate did not exceed 10.6 per cent. At the latest count, in June, 
unemployed persons number 43,663, or about 9.2 per cent of the insured 
population. Nearly 29,000 of the unemployed are men. 

Part of this year’s unemployment is due to the effects of labour disputes 
in the shipbuilding industry. For the most part, however, the recent 
sharp increase in unemployment has to be attributed to the recession of 
demand, in which the effects of credit restrictions in the rest of the United 
Kingdom, of the American recession, and import restrictions abroad have all 
played an important part. <A large portion of employment in Ulster is pro- 
vided by the types of industries that are being most seriously affected by these 
factors. At the same time, employment is concentrated also in industries with 
an uncertain outlook. Approximately 50 per cent of the insured population 
in manufacturing industry is in the three industrial groups of aircraft, 
shipbuilding and textiles. In each of these industries either the present 
position, or the future prospect, or both, give rise to concern. 

In the past the aircraft industry has appeared to be well suited to the 
province, despite the considerable fluctuations in production and employ- 
ment. ‘The Government’s recent decision to spend much less on aircraft 
appears likely, however, to mean serious difficulties for the industry in the 
future. The first fruit of this decision has been a cut of 50 per cent in 
the Ministry of Supply’s order for Canberras from Belfast. ‘This cut is 
likely to involve the loss of more than 1,000 jobs by the end of the year. 
Although Northern Ireland’s claims for special treatment are no doubt 
strong, there are considerable political difficulties in the way of giving 
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Short and Harland a larger share of a smaller total order for service air- 
craft, when unemployment elsewhere in the United Kingdom is increasing. 
The indications are therefore that the future of the aircraft industry in 
Belfast will depend on its success in selling its aircraft privately, or possibly 
on a still further diversification of output. From now on the market is 
clearly going to be much more competitive and it would be unwise to hope 
that the effects of recent policy changes will be completely offset. 
Shipbuilding output in 1957 was at a very high level, and altogether 
174,269 tons were turned out in Belfast. The beginning of the current 
year, however, was marred by a protracted labour dispute which interrupted 
the flow of work and led to unemployment of the order of 5,000. Work 
has now been resumed. ‘The industry’s programme is fairly well balanced, 
and in particular a reasonable amount of work for the finishing trades should 
be provided by the passenger liners under construction. Allowing for the 
effects of the labour dispute, output in 1958 should be reasonably high. 
For the future, order books are well filled and balanced. In times of 
economic difficulty, however, orders can melt away rapidly, and trends in 
the overseas shipbuilding industry and in freight rates do not encourage 
confidence about the longer-term outlook for the industry in Ulster. 


Fears of Free Trade 


A further cloud that is seen on Ulster’s horizon is the possibility of the 
establishment of a European free trade area. ‘The precise implications for 
Ulster of a free trade area would obviously depend on the form of the 
agreement and on the position of the Irish Republic, which would offer 
much increased markets for Ulster’s industries if trade barriers were lowered. 
Another uncertainty is treatment of subsidies to industry. ‘The fact is, 
however, that a general appraisal suggests that Ulster’s industries are unlikely 
to gain from free trade in Europe. Ulster still has a very high proportion of 
its labour force in industries likely to lose from freer European competition, 
and too few of the industries likely to gain. One bright spot, however, 
might come from American industry wishing to enter the European market. 
Ulster has already been quite successful in attracting a number of American 
firms, and might benefit significantly from the added attraction that would 
be given to the British Isles as a ldcation by the removal of intra-European 
trade barriers. 

Ulster’s biggest immediate economic problem is the plight of the textile 
industries. ‘These trades, of course, are in difficulties elsewhere in the 
United Kingdom, but in Northern Ireland their problems are of par- 
ticular importance because of their big réle in the economy. As in the 
past, the linen industry is especially badly hit. In the last two years several 
old-established mills have been closed and the steady decline experienced 
by the industry over the past decade shows no sign of coming to an end. 
The recession in the United States—traditionally the industry’s best cus- 
tomer—and the growth of trade restrictions in South America have exacer- 
bated the difficulties. In 1957 the value of Ul]ster’s exports of linen to 
the United States fell to £5.1 millions, from £6.6 millions a year before. 
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Total exports over the same period fell from £16.8 millions to £16.3 
millions. Unemployment in the industry is now about 6,800, more than 
three times its level in 1957, despite a further decline of about 2,000 in 
the industry’s labour force over the past two years. More adaptation and 
improvements in the industry will be required if further contraction is to 
be minimized. The next step may be in the direction of co-operative 
marketing, a move for which support is increasingly voiced. 

The other trades in the textile and clothing groups seem to be weathering 
the recession fairly well and in many instances unemployment is little, if 
at all, higher than in 1956. Elsewhere, unemployment in building and 
agriculture has increased very considerably. ‘This emphasizes that to a 
very considerable extent the unemployment problem is one of finding jobs 
for unskilled workers. 

High unemployment in Northern Ireland arises to a large degree from a 
concentration of employment in declining or unstable industries. But this 
is not the whole story; in most instances, unemployment even in the best 
years since the war has been higher than in comparable trades in Britain. 
This aspect of Ulster’s unemployment “ differential’? may in the longer 
run present a more intractable problem than “ structural ’’ unemployment. 
It reflects to some extent disadvantages of location, and these are more 
fundamental than the results of past historical development. Ulster is cut 
off from its natural market in the rest of Ireland by political and religious 
divisions, and from the rest of the United Kingdom by the expense of the 
sea crossing. 

This is the justification for the substantial programme of assistance to 
industrial development undertaken since the war by the Government of 
Northern Ireland, assisted from London. A major element of this programme 
is represented by the grants made towards the cost of buildings and machinery. 
Under the Capital Grants to Industry Acts, outright grants of up to one-third 
of the cost of new investment in buildings, plant and machinery are paid un- 
conditionally to new or existing firms. Capital expenditures on a very large 
scale may not qualify for this automatic grant; but these are eligible for help 
under the Industries Development Acts. ‘The scale of assistance offered in 
such cases depends on various factors, including the amount of employment 
likely to be provided, but it often provides, again, one-third of total costs. 

Another form of inducement is the provision of factories to approved 
tenants at much reduced rents. These factories are also built without a 
specific tenant in mind and may prove a powerful attraction to a manu- 
facturer wanting premises at short notice. Currently, contracts have been 
placed for advance factory building to the value of £2 millions. Also, 
under the Aid to Industry Act, 1953, firms using at least 50 tons of coal 
or its equivalent are eligible to receive a rebate (at present 17s a ton), which 
offsets most of the additional cost of coal in the province resulting from 
the cross-channel haul. Other recent steps to counter unemployment 
include expanded public works on roads and drainage, and an increase in 
housing subsidies, which should help to reduce unemployment in building. 
Finally, industrial schemes in Northern Ireland continue to be favoured by 
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the Capital Issues Committee and to be commended to the English banks 
though the pull of this concession has been weakened with last month’s 
relaxation of the credit squeeze in the United Kingdom as a whole. 

These measures in sum go much further than the assistance available to 
industry in areas of relatively high unemployment in Great Britain, and 
all-in-all they should provide a substantial stimulus to industrial develop- 
ment in the province. Such measures have no doubt played a large part 
in stimulating the industrial growth that has taken place in the region since 
the war. In total this has provided employment for approximately 40,000 
workers. In the last two years alone new plants have provided employment 
for about 3,500 workers, two-thirds of them women. When these plants 
are eventually in full operation they should provide employment for about 
5,000 workers. 

One feature of earlier post-war growth is that a substantial part of it 
occurred in branches of older trades already well represented in Ulster. 
This development—much of it in not particularly progressive trades—did 
little to reduce the region’s extreme specialization. In the last few years, 
however, it appears that a greater amount of assisted development has 
been in the newer growth trades which were formerly almost unrepresented 
in the province. If this trend continues it may over time lead to a radical 
transformation of the industrial structure along promising lines. 

New firms in industries of this sort that have been attracted over the 
past couple of years include Chemstrand, making acrylic fibre at Coleraine; 
Du Pont, which is to make neoprene synthetic rubber at Londonderry; 
and Imperial Chemical Industries, which intends to establish a large plant 
for spinning terylene polyester fibre. Other interesting new developments 
are concerned with the manufacture of control gear for automated plants. 

Yet Ulster, though running fast, has done little more than stop herself 
from falling decisively behind in the industrial stakes. Why is this? In 
the long run, the fundamental determinant of industrial growth in the area 
must be production costs. From this point of view Northern Ireland’s 
disadvantage is that it lacks raw materials, fuel and a substantial local 
market. Detailed evidence on the effects of these factors is unfortunately 
lacking. But there are good grounds for thinking that in a wide range of 
industries, countervailing advantages peculiar to Ulster, such as the ease of 
working multiple shifts and the relative absence of restrictive practices, can 
offset much, if not all, of the additional costs due to location. Where this 
is not the case, the subsidy will often tip the balance. Moreover, it appears 
that for certain expanding industries where physical factors such as adequate 
water supplies and facilities for disposal of efHuent are important, Ulster is 
a relatively favourable location. However, the amount of development of 
this character is strictly limited. Without a substantial change in the 
economic climate, the emergence of new ideas, or a change in the scale 
and effectiveness of the existing programme of industrial development, 
Ulster’s difficulties will not readily be eased. For some time to come 
the choice for too many people is likely to lie between unemployment 
and migration. 
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AMERICAN REVIEW 





ULY brought some further re- 

assuring signals from the American 

economy. ‘The Reserve Board’s 
index of industrial production, season- 
ally adjusted, showed a further rise for 
June, by two points; and the figure for 
May was revised upward, giving a rise 
of a full four points, to 130 (1947-49 
=100) from April’s low point, which 
marked a decline of 13 per cent since 
August last. On a similarly adjusted 
basis, manufacturers’ sales rose from 
$24,900 millions to $25,100 millions in 
June and new orders from $24,500 
millions to $24,700 millions. The run- 
down of inventories, which in the first 
quarter had reached a peak annual rate 
of $9,000 millions, has slowed down 
somewhat; in May the decline slack- 
ened to $600 millions. 

Another source of good news has 
been the building industry: construc- 
tion contracts in May were at the best 
level for any one month on record, at 
$3.4 billions. One of the most cheering 
indicators for June was a rise in the 
total employment figure to almost 65 
millions (a gain of more than 900,000); 
Unemployment rose, by 533,000 to 
5,437,000, but allowing for the seasonal 
influx of new entrants to industry, the 
adjusted index fell, and the unemploy- 
ment figure was far below the “ peak 
of 6 millions’’ which had been pre- 
dicted with some assurance from many 
quarters a little earlier. 

Recent weeks have thus brought a 
further sharp check to the pessimists. 
The somewhat brooding discussions on 
the possibilities of tax relief were re- 
placed by a new wave of bullishness on 
Wall Street. This carried the Dow 


Industrial average to a new peak of 494 
in the throes of the Middle East crisis 
last month. The Administration, more- 
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over, regained its poise sufficiently to 
return to the once-familiar chant from 
the Department of Commerce that “a 
definite upswing seems on the cards ”’ 
for this autumn. 

More critical observers last month 
were still contending that the forces of 
recovery do not, at least as yet, appear 
to be very strongly based. Cheerfulness 
has been reinforced by satisfactory re- 
turns for retail sales in June and from 
figures of personal income, which show 
that the decline has been less than 
1 per cent from peak levels reached 
last August. One mainspring in the 
revival of industrial output from April 
to June, however, was the sharp re- 
bound in steel output from well below 
50 per cent of capacity in late April to 
well over 60 per cent. This was based 
partly on the earlier working down of 
stocks to subnormal levels, but partly 
also to widespread predictions of a rise 
of $5 or so in steel prices on July 1. 
No general price revision was scheduled 
on that date and demand has slackened 
again. 


Middle East Impact 


One decidedly bullish factor in the 
medium-term reckoning has been the 
official forecast of a deficit of $10,000 
millions for the budget year 1958-59, 
and the estimate that the level of 
Government purchases of goods and 
services will rise from an annual rate 
of $49,700 millions in the fourth 
quarter of 1957 to $53,000 millions in 
the third quarter of this year and to as 
high as $55,000 millions fairly early 
next year. Whether or not these 
assessments have to be revised again 
in the light of the changing international 
scene, it is already apparent that the 
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Middle East crisis has given a new, if 
relatively modest, stimulus to forces of 
expansion. 

Against this there must be cited a 
further downward revision in estimates 
of business spending on new plant and 
equipment during 1958 to a figure 
below $31,000 millions, against $37,000 


millions last year. A fairly general 


is being well maintained, it is no longer 
spurred by the marked gain in con- 
sumer credit, which provided so marked 
a feature of the economy in 1955-57. 
In the meantime, official concern 
over the sharp break in Treasury bond 
prices during June has brought Treasury 
support in the market, a retreat by the 
Reserve Board from its policy of buying 
and a return to offers of 


impression at the close of June was 
| that, emergencies apart, a very great 
deal will depend this autumn on the 
mood of consumers, and especially on 
their reception of the new motor-car 
models this autumn. At the moment, 
while consumers’ rate of expenditure 


1955 
Production and Business: 

*Industrial production (1947-49 = 100) 139 

*Gross private investment (billion $).. 60.6 

*New plant and equipment (billion $) 28.7 

*Construction (billion $) 44.6 
Housing starts (000 units) 110.7 

*Business sales (billion $) 52.3 

*Business stocks (billion $) 81.7 
Merchandise exports (million $) 1,296 
Merchandise imports (million $) 949 

Employment and Wages: 

*Non-farm employment (million) 50.1 
Unemployment (000s) - .. 2,904 
Unemployment as % labour force .. 4.4 
Hourly earnings (mfg) ($) 1.88 
Weekly earnings (mfg) ($) 76.52 

Prices: 
Moody commodity (1931 =100) { — pon 
Farm products (1947-49 = 100) 89.6 
Industrial (1947-49=100) .. «+ Bee 
Consumers’ index (1947-49=100) .. 114.5 

Credit and Finance: 
Bank loans (billion $) 82.6 
Bank investments (billion $) 78.3 
Bank loans (partial) (billion $) 26.7 
Consumer credit (billion $).. 38.7 
Treasury bill rate (%) 1.75 
US Govt Bonds rate (%) 2.84 
Money supply (billion $) 216.6 
Federal cash budget (+ or —) (mill $) —740 


Notes.—Starred items are _ seasonally 
adjusted. Latest figures are preliminary 
or estimated. Yearly figures are given for 
private investment and equipment for 
1955-57 and then quarterly figures at annual 
rates. Construction figures show monthly 
Business sales and stocks, 
bank loans and consumer 


averages 1955-57. 


supply, 


money 
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bills only 


short-term maturities only in the ‘Treas- 
ury’s cash and refunding operations, 


Altogether, 


these steps rebut earlier 


suggestions that the authorities were 


American Economic Indicators 





abandoning their policy of “ credit 
ease ” 
1957 1958 
1956 1957 —— 
Dec Apr May June 
143 143 135 126 128 130 
65.9 64.4 61.3 — 48.0 — 
35.1 37.0 362 — 31.4 — 
46.1 47.3 48.6 47.5 47.1 47.4 
93.2 86.8 63.4 95.0 105.0 115.0 
54.8 56.3 54.5 51.3 52.3 — 
89.1 90.7 90.7 87.6 87.0 — 
1,591 1,734 1,639 1,531 1,638 — 
1,051 1,082 1,141 469 — — 
51.9 52.5 52.0 50.1 300.1 — 
2,822 2,936 3,374 5,120 4,904 5,437 
4.2 4.3 * eS. 7.1 7.7 
1.98 2.07 2.10 2.11 2.12 2.12 
79.99 82.39 82.74 80.81 80.83 83.10 
442 442 
402 382 —.06U 403 398 
88.4 90.9 92.6 97.7 98.5 95.6 
112.2 125.6 126.1 125.5 125.3 125.3 
116.2 120.2 121.6 123.5 1236 — 
90.3 4.3 935 9.5 92.38 — 
74.8 75.6 75.6 82.1 82.6 — 
31.39 32.2 32.2 30.2 29.8 30.4 
42.0 44.8 448 42.7 430 — 
2.66 3.27 3.10 1.13 1.05 ).9 
3.08 3.47 3.30 3.12 3.14 3.20 
222.0 227.7 227.7 228.4 228.1 — 
+ 5,524 +1,193-4,435 — +1,417 — 


credit show amounts outstanding at the end 
of the period. Moody’s commodity index 


shows high and low 1955-57, 
month levels. Weekly bank loans are derived 
Budget figures 


from partial returns only. 


are cash 


totals. 


Quarterly figures 
throughout shown in the middle month of 
the quarter. 


and end- 


are 
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ARGENTINA 
Huge Budget Deficit—Senor Del 


Carril, Minister of Economic Affairs in 
Dr Frondizi’s newly-formed govern- 
ment, has drawn attention to the gravity 
of the country’s economic plight. He 
pointed out that the budget deficit for 
1957-58 was estimated at 29,400 million 
pesos—equivalent to about £290 millions 
at the current free market rate of 
exchange—of which 10,500 million pesos 
arose from losses on public services. 
Payments Plight—'The balance of pay- 
ments, Sr Carril stated, was so threaten- 
ing that the present severe import 
restrictions would have to be kept in 
force for some time. ‘The Minister has 
denied rumours that the Government 
is planning to devalue the peso. Despite 
the shortage of foreign exchange, the 
second annual instalment of $50 millions 
due to European countries and Japan 
under last year’s agreement for repay- 
ment of debts is to be transferred at the 
scheduled date. 


AUSTRALIA 


Import Control Preferred— The 
Minister of Trade, Mr McEwen, has 
pointed to the probability that Australia 
will continue to experience payments 
difficulties ; and he _ indicated that 
import licensing would therefore have 
to continue for a further period. He 
expressed the view that the currency 
dithculty could be overcome by deli- 
berately slowing down the pace of 
development. But the price would be a 
tremendous contraci..1 of local demand 
for Australian production. sne con- 
sequences to industry and commerce 
would be more painful than the incon- 
venience of continued import licensing. 


New World Bank Loan?—It has been 


stated that the Federal Government is 


$37 


£A90 
mainly 
from the World Bank, to build a railway 


planning to borrow between 
millions and f£A100 millions, 


from Mount Isa to ‘Townsville in 
north-east Queensland state. 


BELGIUM 


Bank Rate Down Again—The Bank 
rate was reduced by } per cent in the 
first week of July to 3? per cent. This 
was the second reduction of } per cent 
since the beginning of June and the 
third reduction this year. Open market 
rates for short-term money have recently 
been falling, partly as a result of the 
greater liquidity of the banking system 
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caused by the emergence of a large 
surplus in the balance of payments. 
Another influence has been a falling off 
in the demand for credit caused by the 
slackening of business activity. The 
official rate has been brought down to 
keep it in harmony with market rates. 


BRAZIL 


De facto Devaluation—Foreign ex- 
change bonuses payable to exporters 
have been raised for all goods except 
coffee and cocoa. For cotton, tobacco, 
manganese ore, castorseed, carnauba 
wax, pinewood and maté, the bonus 
becomes 51.74 cruzeiros per US dollar, 
making the effective rate of exchange for 
these items 70 cruzeiros to the dollar. 
The bonus for all other products except 
coffee and cocoa moves up to 73.64 
cruzeiros, making the rate 92 cruzeiros 
per dollar. The rate of exchange applic- 
able to imports of wheat, newsprint, 
petroleum and to Government financial 
remittances has also been adjusted, to 
58.88 cruzeiros to the dollar, while a rate 
of 69.53 cruzeiros to the dollar has been 
established for certain other goods 
considered essential to economic develop- 
ment and national security. The over- 
haul of the exchange rate structure has 
been made because of the additional 
stresses imposed on the country’s exter- 
nal payments by the fall in the pur- 
chasing power of the cruzeiro. It has 
recently been indicated that the pay- 
ments deficit for 1958, which was 
officially estimated at $300 millions 
earlier in the year, may now reach $500 
millions. 


Soviet Offer—The Brazilian authorities 
have been considering a Soviet proposal 
for a barter deal involving the exchange 
of 200,000 tons of crude oil for Brazilian 
coffee, cocoa and cotton. P 





New Finance Minister—The Finance 
Minister, Sr Alkmin, resigned at the 
end of June. His place has been taken 
by Sr Lopes, President of the Economic 
Development Bank. 


BRITISH GUIANA 


Sterling Loan?—A _ delegation com- 
posed of Sir Patrick Renison, the 
Governor of the Colony, Dr C. Jagan, 
Minister for Trade and Industry, Mr 
Beharri, Minister for Natural Resources, 
and Mr Essex, the Financial Secretary, 
visited London in July for talks with the 
United Kingdom authorities about the 
possibility of raising a sterling loan for 
the colony’s development programme. 


CANADA 


Ike’s Sharp Question—In an address 
delivered to the Canadian Parliament 
during his recent visit, President Eisen- 
hower made what appeared to be a side 
attack on Mr Diefenbaker’s proclaimed 
policy of trying to reduce the emphasis 
in Canadian import trade on purchases 
from the United States. ‘‘ I assume ”’, 
the President said, “‘ that Canada is as 
interested as we are in the expansion of 
world-wide trade rather than in its arti- 
ficial redirection ’’. 


Countering Recession—Figures issued 
by the Dominion Bureau of Statistics 
suggest that the Government’s measures 
to counter deflationary influences have 
initially been largely successful. In the 
first quarter of 1958, personal incomes 
were running 2 per cent above the level 
in the preceding quarter and 6 per cent 
above that in the first quarter of 1957. 


CHILE 


Devaluation—There has been a further 
decline in the purchasing power of the 
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Chilean peso as a result of the con- 
tinued growth of inflationary pressures. 
In consequence, it has been found 
necessary to make a cut in the external 
value of the currency, and early in July 
official "exchange rates were revised to 
800 pesos to the US dollar and to 
2,226 pesos to the pound sterling. 


COMMON MARKET 


No “ Capital”? Yet—No decision was 
reached at the conference of foreign 
ministers of the six common market 
countries held at the beginning of July 
about the seat of the administrative 
institutions for the new organization. 
The question is to remain on the agenda 
for discussion at the next meeting and 
meanwhile consultations will be con- 
tinued through diplomatic channels. 
Until a unanimous decision is reached 
on this question the administrative 
organ of the common market will remain 
in Brussels. 


EUROPEAN COAL AND 
STEEL COMMUNITY 


$ Loan Success—The $50 millions 
loan floated by the organization on the 
New York market in the last week of 
June was fully subscribed within a few 
hours. 


FRANCE 


France’s Recovery—The revival of 
confidence in the franc that followed the 
formation of General de Gaulle’s 
Government has produced a_ sharp 
improvement in the country’s external 
payments. It has been officially stated 
that in June current account payments 
were balanced for the first time since 
February. In transactions with the 
European Payments Union there was a 
deficit for the month of $41 millions, but 
transactions with the dollar area resulted 
in a favourable balance. This left a 
deficit of $16 millions, which was 
wholly attributable to payments of $20 
millions servicing debts. In May, the 
EPU deficit had been $77 millions, 
while France’s total deficit for the 
month was equivalent to some $126 
millions, the biggest gap recorded since 
immediately before the devaluation of 
August last. 


No  Liberalization—Following the 
French Government’s notification to 


OEEC in June that it would not be able 
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to liberalize 60 per cent of its European 
trade, as had previously been hoped, the 
organization’s Steering Board for Trade 
last month, began a study of the French 
import programme for the second half 
of 1958. It has been agreed that the 
$250 million credit granted by EPU in 
January, which automatically expired at 
the end of June, should be extended for 
a further year. 


Gold Loan Success—The response to 
M. Pinay’s gold-indexed loan has been 
good. ‘Total subscriptions were in the 
region of Frs 320,000 millions, of which 
around one-fifth was financed by sales of 
gold to the French Exchange Fund. 


GERMANY 


Tax Reliefs—The Lower House has 
approved the Government’s Income ‘Tax 
and Profits Bill, providing for tax con- 
cessions worth some {175 millions. 
About the half the cost of this relief is 
being borne by the Federal Treasury and 
the balance by the ten State Treasuries. 
The concessions include a big extension 
of the number of employed people 
exempt from direct tax and the halving 
of the distributed profits tax to 15 per 
cent. 

Bank Rate 3°,,.—The Bank rate was 
further reduced from 34 to 3 per cent in 
the last week of June. ‘This marked the 
fifth successive cut of $ per cent from 
the level of 54 per cent in the summer of 
1956. ‘The latest change was prompted 
partly by the easier trend of open market 
rates and partly by the official desire to 
discourage the inflow of hot money from 
abroad. Shortly afterwards, the Federal 
authorities announced the abolition of 
liberalized capital marks and the lifting 
of most of the remaining restrictions on 
imports of capital. 


World Bank Borrcws DM—The World 
Bank has made arrangements with the 
German authorities to make its first 
borrowing of Deutsche marks, of 
DM 200 millions. ‘Together with the 
dollar loans previously granied to the 
bank by German sources, this brings the 
total amount made available to it by 
Germany in loans to just under $300 
millions. 


Joint Commonwealth Ventures?— 


Herr Blessing, chairman of the German 
central bank, has drawn attention to the 
possibility of joint investment by British 
and German financial groups in Com- 
monwealth projects. 
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The answer to that question can be trying entertainment contretemps may 
embarrassing when you are entertaining. be avoided and that guests of all types 
It is not easy to select wines, spirits may be pleased. 

and liqueurs that you know will please At our cellars you can choose and taste, 
the man you have not met before. with an expert in City entertainment at 
The anticipation of the awkward choice your elbow to suggest and advise, if you 
is part of our work, for we help a large wish. Alternatively, he can visit you. 
number of City firms to choose, that Either way, he can be very helpful. 


Telephone : ROYal 1096 


W. COATES & CO. 


Cellars, Offices and Warehouses 


24/25 Whitechapel High Street, London, E.1 


(2 minutes from Aldgate Underground) 
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GHANA 


Own Gold Reserve—The minister 
stated in his budget speech that the 
Government intended to buy gold 
from mining companies operating in the 
country in order to build up a hard 
currency reserve of its own. Ghana’s 
reserves are at present held almost 
entirely in the form of sterling balances. 


INDIA 


Devaluation Abjured—The Prime 
Minister, Mr Nehru, has. described 
talk of the possibility of a devaluation of 
the rupee as complete nonsense. He 
stated that no such proposal had ever 
been considered by the Government and 
asserted that the rupee was “ one of the 
strongest currencies in the world’’. ‘The 
statement was made after it had become 
evident that pressure on reserves arising 
from the current payments deficit was 
being accentuated by a flight of capital 
from the country prompted by the belief 
that the continuing exchange gap would 
lead to a cut in the exchange value of 
the rupee. 

Seeking Foreign Aid—Efforts to obtain 
foreign help in dealing with the payments 
deficit have been intensified. As reported 
on page 485, Mr B. K. Nehru, of the 
Treasury, has visited Britain and the 
United States to discuss the possibility 
of raising stabilization credits. ‘There 
have been reports that, in consequence, 
India may be granted a joint Anglo- 
American loan. The United States 
authorities have already agreed to defer 
pavments that India was due to make in 
respect of the service on the 1957 wheat 
loan. Formal agreements have, at the 
same time, now been concluded covering 
the expenditure of $225 millions of US 
aid agreed in principle earlier this year. 


IRAN 
$40 mn US Aid—The US Develop- 


ment Loan Fund has granted a credit of 
$40 millions to the Iranian seven-year 
plan organization. "The World Bank has 
agreed to consider an Iranian request 
for a loan of $45 millions for con- 
structing a dam in Khuzistan province. 


IRAQ 


Oil Talks—Shortly before the overthrow 
of the newly-elected government of 
General Nuri es Said in mid-July, it 
had been announced that agreement had 
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been reached in the discussions between 
Iraqi ministers and the Iraq Petroleum 
Company. ‘The company agreed to 
surrender to the Iraqi Government part 
of its concessional areas in which no oil 
had yet been found, and would have 
consented to further discussion of pos- 
sible adjustments in royalty payments. 


IRISH REPUBLIC 


Money Rates Cut—Following the re- 
duction in the London Bank rate in the 
second half of June, the standing com- 
mittee of Irish banks announced that the 
normal lending rate would be reduced 
by } per cent to 6} per cent. At the same 
time, deposit rates for amounts exceeding 
£25,000 were cut to 24 per cent and rates 
on smaller amounts to 13 per cent. 





JAPAN 


Bank Rate Cut—The Bank of Japan 
reduced its rediscount rate from 8.395 
to 7.665 per cent in the second half of 
June, explaining that this would en- 
courage the commercial banks to reduce 
their rates on loans and thus assist the 
Government’s efforts to promote exports. 


Export Credits Extended—<As a further 
measure to assist the drive for bigger 
exports, deferred payments terms for 
capital goods are being made easier. 
The minimum deposit will be reduced 
from 25 per cent to 20 per cent and the 
maximum repayment period lengthened 
from five to seven years. Because of the 
shortage of sterling within Japan, ex- 
change banks have been given permission 
to engage in swap operations involving 
the sale of dollars abroad. 

$95 mn from World Bank—'The 
World Bank has granted two loans for a 
total value of $62 millions for assisting 
the development of the electric power 
industry, and a third, of $33 millions, to 
help finance expansion and moderniza- 
tion of the iron and steel industry. 


MALAYA 


US Aid Sought—The Government has 
been assured by the United States 
authorities that careful consideration 1s 
being given to the Malayan request for 
financial assistance. Malaya has applied 
for help on the grounds that the fall in 
tin and rubber prices and the difficulty 
of raising loans on the open market are 
forcing the country to slow down its 
development programme. 














Noble Lowndes 


| Finance Limited 


| Industriai Bankers 


Assets exceed 


£2.000.000 





17 Lowndes Street, London, S.W.1 
Tel: Belgravia 6307/8 




















——E——E———— 


542 


















— Fr eh ee Oehs Gee ae 0Ue lke oe ee a ae 4 








Imperial Preference—The Minister of 
Commerce, Mr Tan Siew Sin, has stated 
that Malaya will press for a revision of 
the Imperial preference system on the 
grounds that present arrangements oper- 
ate to her disadvantage. 


MIDDLE EAST 


Arab Development Corporation— 
The chairman of the Board of the 
Middle East Industrial Development 


Projects, Dr Rijkens, has visited nine of 
the countries in which the new corpora- 
tion is planning to do business—Egypt, 
Jordan, Lebanon, Syria, Iraq, Kuwait, 
Saudi Arabia and the Sudan. He stated 
afterwards that the corporation is now 
ready for action and that some fourteen 
projects submitted by the Arabian 
participants were already under in- 
vestigation at the Beirut office. National 
groups of shareholders have been formed 
in each of the countries visited by Dr 
Rijkens, and they have each elected one 
member to be their representative on the 
corporation’s board. More than 100 
leading industrial companies and banks 
in Western countries are now share- 
holders. ‘The new organization is stated 
to have had available for lending by the 
end of June a total sum of Swiss Frs 1.6 








PAKISTAN 
Recovery— The 


finance 
minister has announced that external 
reserves have recovered by about 20 


Exchange 


‘ 


per cent from the “ precarious level of 
Rs 1,020 millions”’ to which they 
declined a short time ago. It has been 
decided that import policy must con- 
tinue to be austere during the second 
half of 1958, with top priority for meeting 
the requirements of local industry. 


Steel Plant Tender—The Cabinet has 
decided to set up a steel plant within 
the country based on the Krupp’s Rein 
process. The cost of the project is put at 
Rs 170 millions and tenders are to be 
called for immediately. 


SOUTH AFRICA 


Avoiding Import Cuts—The budget 
for 1958-59 presented in the second half 
of July makes some tax concessions to 
foreign concerns operating in the Union 
but proposes only minor changes in tax 
rates in general. In order to increase 
loan funds, the Government will offer 
tax-free investment bonds on a 5 per 
cent basis for amounts of up to £10,000 
per head. In a review of the general 
economic situation included in_ his 

































Budget statement the Finance Minister, 
Mr Naude, expressed the hope that it 
would be possible to borrow more 
abroad this year. Rather than restrict 
imports, the Government would draw 
on its stand-by credit with the Inter- 
national Monetary Fund. 


First Bill Tender—The first tender for 
Treasury bills, held in mid-June, resulted 
in an average rate of allotment of 3? per 
cent, rather above that previously quoted 
by the authorities for the sale of bills 
through the “‘tap’’. ‘The tender was 
accordingly followed by an increase in 
call money rates. 


millions—equivaJent to £130,000. 


NEW ZEALAND 


Steep Tax Increases—The budget for 
1958-59 presented to Parliament at the 
end of June by the Finance Minister, 
Mr Nordmeyer, made some unexpectedly 
big increases in tax rates. "The main 
changes were in company tax and per- 
sonal income tax, but there were also 
substantial increases in customs and 
excise taxes on less essential goods. The 
additional imposts are expected to raise 
revenue from the 1957-58 level of £159 
millions to £195 millions. The addi- 
tional receipts are to be partly used to 
finance an increase in social security 
benefits ; but they provide for a continued 
budget surplus. 


SPAIN 


Ex-Im Loans—The US Export-Import 
Bank has granted a loan of $24.6 millions 
to two Spanish power companies for 
financing the purchase of generating 
equipment in the United States. 
German Credit ?—In talks with the 
German authorities, the Spanish Minister 
of ‘Trade is stated to have obtained a 
German undertaking to consider grant- 
ing Spain a global credit for assisting 
its transition to a multilateral system of 
trade and payments. 


Easier Money ?—The government is 
believed to be hoping that this may 
permit some relaxation of monetary 
stringency. In his budget statement the 
finance minister declared his intention 
to establish interest rates at a lower level. 
In a reference to the countrys diffi- 
culties in external payments, he indi- 
cated that further borrowing abroad 
would be needed. 
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Bank of London & South America— 
Mr K. R. M. Carlisle has been appointed a 
director. 

Barclays Bank—VLeeds Dist, Local Head 
Office: Mr A. W. Emmerson, from Park 
Row, Leeds, to be district manager. Bar- 
goed, New Tredegar and Ystrad Mynach: 
Mr V. A. R. Evans, from Kew, to be 
manager. Boston, Lincs: Mr E. 'T. Chap- 
man, from Bourne, to be manager on retire- 
ment of Mr L. M. Fookes. Bourne: Mr 
J. G. Freeman, from Horncastle to be 
manager. Bournemouth, Charminster Rd: 
Mr A. J. D. Shaw to be manager. Clacton- 
on-Sea: Mr E. C. Pollard, from Manning- 
tree, to be manager on retirement of Mr 
A. E. Sayer. Cleethorpes: Mr G. R. Norris 
to be manager. Grimsby, Riby Sq: Mr J. I. 
Baker, from Hull, to be manager. Hayes, 
Middlesex Station Rd: Mr K. O. Percy, 
from Slough Trading Estate, to be manager. 
Horncastle: Mr E. C. Edgson, from Lincoln, 
to be manager. Leeds, Park Row: Mr H. T. 
Wheeler, from Station Rd, Hayes, Middle- 
sex, to be manager. Manningtree: Mr D. J. 
Chenery, from Clacton-on-Sea, to be 
manager. Northfields: Mr T. M. C. Hay, 
from High St, Brentford, to be manager on 
retirement of Mr N. H. Irving. Norwtch— 
Magdalen St: Mr S. J. Cross, from St Giles, 
Norwich, to be manager on retirement of 
Mr W. G. Quinton; St Giles: Mr B. J. R 
Bell, from Bank Plain, Norwich, to be 
manager. Sandzich: Mr H. W. Hunt, from 
Tonbridge, to be manager on retirement of 
Mr H. E. W. Gay. 

Barclays Bank DCO—Mr W. Sparrowe 
to be an assistant general manager. 
District Bank—Hanley: Mr J]. P. Morrell 
to be manager. Liverpool, Water St: Mr 
H. V. Davenport to be manager. Man- 
chester and Salford, West Didsbury: Mr E. C. 
Abbott to be manager. Oldham, Yorkshira 
St: Mr N. V. Scammell, from Mumps, 
Oldham, to be manager of combined Mumps 
and Yorkshire St branches. 

Lloyds Bank— Dist Office, Devon and Corn- 
wall: Mr C. S. Minchin, from Shrewsbury, 
to be district manager on retirement of Mr 
T. C. Buckingham. Dist Office, Salisbury: 
Mr H. C. Roberts, from Cambridge, to be 
district manager on retirement of Mr W. G. 
Probert. Head Office, Chief Inspector’s 
Dept: Mr G. F. Davies, from Lansdowne, 
Bournemouth, to be an inspector. Birming- 
ham, Summerfield: Mr C. M. Edwards, 
from Coventry, to be manager on retirement 
of Mr J. R. Napier. Bournemouth, Lans- 
downe: Mr D. R. 'T. Reddrop, from Ipswich, 
to be manager. Cambridge: Mr S. J. Colling- 
wood, from Advance Dept, Head Office, to 
be manager. OGullingham, Kent: Mr S. S. 
Westover, from Advance Dept, Head Office, 
to be manager. High Wycombe: Mr O. H. 


Brown, from Lloyds Bank (Foreign) Ltd, 


APPOINTMENTS AND RETIREMENTS 
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Paris, to be manager. Lowestoft: Mr J. 
Wrightson, from Brigg, to be manager. 
Martins Bank—Colchester: Mr H. B. 
Turton, from Bramhall, has been appointed 
manager of this new branch. 

Midland Bank—London—Bermondsey, Fa- 
maica Rd: Mr C. D. King, from Romford, 
to be manager in succession to Mr S. W. 
Sibbett; Deptford: Mr S. W. Sibbett, from 
Jamaica Rd, to be manager in succession to 
Mr H. G. Prescott; Old St: Mr C. R. E. 
Bowak, from Shoreditch High St, to be 
manager on retirement of Mr F. A. Garner; 
Palmer’s Green: Mr D. C. Hume to be 
manager in succession to Mr S. F. Berwick; 
Shoreditch High St: Mr B. C. Hewett, 
from Putney, to be manager in succession to 
Mr C. R. E. Bowak. Brownhills: Mr C. A. 
Bishop to be manager. Enfield, The Town: 
Mr S. F. Berwick, from Palmer’s Green, to 
be manager on retirement of Mr R. J. A. 
Grover. 

National Provincial Bank—London, Beth- 
nal Green: Mr R. E. Ellison, from ‘Totten- 
ham, to be manager on retirement of Mr 
C. W. Hancock. Berkeley: Mr R. Stratton, 
from Banbury, to be manager. Birmingham: 
Mr N. Stracey, from Rugby, to be manager 
on retirement of Mr J. S. Welch. Hudders- 
field, King St: Mr J. B. Fergusson to be 
manager on retirement of Mr H. P. Hard- 
wicke. Hull, Anlaby Rd: Mr 'T. Nolan to 
be manager. Hunstanton: Mr J. W. Cunnah, 
from Hoylake, to be manager on retirement 
of Mr E. W. Molyneux. Orpington: Mr 
R. S. J. Bobbitt, from Regent St, to be 
manager on retirement of Mr H. J. Savours. 
Standard Bank of South Africa—Mr 
C. R. Hill, general manager in London for 
nearly ten years, is to retire. He is to be 
succeeded by Mr R. E. Williams. 
Westminster Bank—Head Office: Mr 
W. W. Harris, manager at Mincing Lane, 
to be an assistant general manager; Mr F. 
Eagle, an inspector’s clerk, to be a con- 
troller’s assistant; Mr H. H. Edridge, from 
Kingston, to be a staff controller’s assistant. 
Overseas Branch: Mr C. H. Hough to be 
principal, currency deposits dept, on retire- 
ment of Mr C. R. Hawes. London—Loth- 
bury: Mr W. E. Edwards to be manager on 
retirement of Mr D. H. L. Clanchy; Mr 
H. Lindsay to be deputy managcr; Cavendish 
Sq: Mr G. E. Galaud, from Gosvenor Gdns, 
to be manager on retirement of Mr J. D. 
Lickley; Deptford: Mr W. H. R. Tucker to 
be manager on retirement of Mr H. H. 
Taylor; Forest Gate: Mr C. E. W. Cushing, 
from Miuillwall, to be manager; Muincing 
Lane: Mr 'T. H. Sykes to be manager; 
Mr J. Walden, from Cheapside, to be 
assistant manager. Broadstairs: Mr E. R. 
Thorne, from.Maidenhead, to be manager. 
Hailsham: Mr J. H. Joslin, from Bedford, 
to be manager. 
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Averages 


of Months: 


1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 


1931 
1932 
1933 
1934 
1935 
1936 
1936 
1937 
1938 


1939 
1940 
1941 
1942 
1943 
1944 
1945 


1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 


1957 


1951: Oct 





Nov .. 


1957: April.. 
May .. 
June .. 
July .. 
Aug .. 
Sept .. 


Oct 


Nov .. 
Dec .. 


1958: Jan 
Feb 


Mar . 
April .. 
May . 
June .. 
*'Ten clearing banks for 1921-35, thereafter eleven. 
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Net 
Deposits 
{mn 
1,759 
1,727 
1,628 
1,618 
1,610 
1,615 
1,661 
1,711 
1,745 
1,751 


1,715 
1,748 
1,909 
1,834 
1,951 
2,088 
2,160 
2,225 
2,218 


2,181 
2,419 
2,863 
3,159 
3,554 
4,022 
4,551 


4,932 
5,463 
5,713 
5,772 
5,811 
5,931 
5,856 
6,024 
6,239 
6,184 
6,012 
6,138 


5,981 
5,973 


5,908 
5,980 
6,164 
6,217 
6,170 
6,174 
6,239 
6,236 
6,516 


6,392 
6,131 
6,087 
6,152 
6,119 
6,325 








Liquid Assets 
{mn Zot 
680 38 
658 37 
581 35 
545 33 
539 32 
532 32 
553 32 
584 33 
568 32 
596 33 
560 32 
611 34 
668 34 
576 31 
623 31 
692 32 
713 32 
683 30 
672 30 
648 29 
785 31 
676 23 
712 22 
723 20 
788 19 
886 19 
1,280 25 
1,646 29 
1,703 29 
1,920 32 
2,345 39 
2,308 38 
2,097 34 
2,201 35 
2,190 34 
2,098 33 
2,218 35 
2,256 35 
2,423 39.1 
1,981 32.0 
2,025 i 
2,065 32.9 
2,166 33.4 
2,305 29.9 
2,270 35.3 
2,278 35.4 
2,364 36.2 
2,404 36.9 
2,664 38.5 
2,563 37.8 
2,254 35.2 
2,160 33.9 
2,136 aa. 
2,079 32.4 
2,191 32.8 





TDRs 


{mn 


1,811 


1,492 
1,308 


BANKING STATISTICS 


Banking Trends since World War I* 


Investments 
{mn % 
325 1 
391 22 
356 21 
341 20 
286 17 
265 16 
254 15 
254 14 
257 14 
258 14 
301 17 
348 19 
537 28 
560 30 
615 31 
614 29 
643 29 
652 29 
637 28 
608 27 
666 27 
894 30 
1,069 33 
1,147 31 
1,165 28 
1,156 25 
1,345 26 
1,474 26 
1,479 25 
1,505 25 
1,505 25 
1,624 26 
1,983 33 
2,163 35 
2,321 36 
2,149 33 
1,978 32 
2,008 31 
1,555 25.1 
2,033 32.9 
1,969 BY, 
1,994 31.7 
1,989 29.9 
1,998 30.7 
2,016 31.4 
2,020 31.4 
2,030 31.1 
2,037 31.3 
2,049 29.6 
2,080 31.0 
2,084 32.6 
2,094 32.9 
2,136 33.1 
2,163 33.7 
2,181 32.7 


+t Ratios to gross deposits. 


Advances 
{mn %ft 
833 46 
750 42 
761 46 
808 49 
856 52 
892 54 
928 54 
948 54 
991 55 
963 54 
919 52 
844 47 
759 39 
753 40 
769 38 
839 39 
865 39 
954 42 
976 43 
991 44 
955 38 
858 29 
797 24 
747 20 
750 18 
768 16 
888 17 
1,107 20 
1,320 22 
1,440 24 
1,603 27 
1,822 30 
1,838 30 
1,731 28 
1,804 28 
2,019 31 
1,897 30 
1,952 30 
1,897 30 
1,925 31 
1,994 32 
1,999 31 
2,080 32 
1,992 30 
1,964 30 
1,954 30 
1,921 29 
1,874 28 
1,881 27 
1,859 27 
1,880 29 
1,917 30 
1,964 30 
1,962 30 
2,030 30 


-ORRAROOW 


PARR AN 
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Bank rate .. 
Treasury bills: 


3 months 


Short money: 


(£ millions) 








Trend of “Risk ’’ Assets 























Mondays: 


Bankers’ deposit rate 


Floating money .. 


* Preceding Friday. 
+ Raised to 7% on 19.9.57. 


Average allotment rate* 
Market’s dealing rate, 


Clearing banks’ minimum 





Money and Bill Rates 
July 22, May 27,§ June 23, June 30, July 7, July 14, July 21, 
1957 1958 


St 
3 ¥8 
3 3 
3 


34 


33-35 


* Cash, call money and bills shown as percentage of gross deposits. 


1958 1958 1958 1958 1958 
Per cent 
54f 5 5 5 
4 4 45 4 is 4 ab 
4} 435 4% 44 3 4 
34 3 3 3 3 
33 34 3. 3} 34 
+54? 34-44 414} 4-4} 34—4 


§ Tuesday following Whit-Monday. 
Tt Lowered to 6% on 20.3.58, to 54% on 22.5.58, and 
to 5% on 19.6.58.° 


546 


June 30, 1958 — CHANGE IN ~ 
% of Year to Monthly Periods 
Gross Fune 1958 — 
Deposits 1958 Mar April May June 
Investments: 
Barclays 530.4 36.2 + 40.3 + 0.2 +22.6 +10.2 — 
Lloyds 399.3 32.6 +64.7 +10.2 + 2.2 - 2.8 + 3.1 
Midland . Se.8 B.8 +24.2 — +10.2 +10.1 — 
National Provincial .  aoe-6 6 #.6 + 26.6 ae + 4.4 + 4.7 + 5.0 
Westminster . 278.6 33.0 +25.3 - 0.1 a + §.2 +10.4 
District oe Meee) Pe + 5.6 + 0.2 — — - 2.0 
Martins 89.8 28.5 + 0.8 — — — — 
Eleven C learing 
Banks .. 2,181.4 32.7 +192.6 + 9.8 +42.6 +27.1 +18.1 
Advances: | 
Barclays 403.6 27.5 | -14.3 | + 9.2 + 4.8 - 1.9 +16.4 
Lloyds 380.4 31.1 —21.1 + 1.7 +12.3 + 4.7 +10.1 
Midland _- eee. wae —13.4 + 3.6 +5.2 + 5.5 + 1.7 
National Provincial... 265.5 33.0 — 5.6 +21.3 + 5.7 - 4.7 + 6.4 
Westminster . . ye ne) + 1.5 + 5.0 +10.8 - 1.2 +17.4 
District 76.0 32.4 + 1.9 - 0.6 + 5.3 - 0.2 + 4.9 
Martins 97.3 30.9 | 5.9 —- 4.2 3.3 - 2.0 + 3.8 
Eleven Clearing | 
Banks ..2,029.5 30.4 !| -50.3 +37.2 +46.9 - 2.5 +67.9 
Trend of Bank Liquidity* 
1955 1956 1957 1958 
Mar Dec Mar Dec Mar May June Dec Mar May June 
Yo Zo 7 Yo Zo Yo 7o Yo 7o Yo Zo 
Barclays ao.8 31.9 OS 2.8: 3.6 See M7 8. Me eee ae 
Lloyds 33.8 34.4 32.4 S64 29.7 B.C 32.9 37.3 31.9 BO Ha 
Midland 30.1 38.2 31.8 41.3 34.1 33.2 33.7 39.0 33.9 32.6 34.0 
National Prov 30.7 38.7 31.3 37.2 31.1 31.7 33.9 39.5 34.0 32.0 32.8 
Westminster... 29.7 36.3 33.1 37.6 34.3 34.1 33.0 39.0 35.4 33.6 31.5 
District 28D Geet 88.8 Sa.f Se.t B18 HSB W.2 2.8 2.8 Bee 
Martins 26.5 39.8 33.3 42.4 46.7 34.6 37.5 41.0 35.9 37.0 Sa 
All Clearing 
Banks . OF 4 B.1 FH.4 BE B.9 33.4 B.A B.9 B.4 BS 


5 
44 
4 is 
3 


3} 


35-44 
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THE EXCHEQUER FINANCES 


(£ millions) 


I—The Budget 





Original Expected April 1, Change on 
budget change on’ 1958, to’ corresponding 
estimates, 1957-58 July 12, period of 
1958-59 out-turn 1958 1957-58 
Total Inland Revenue. . 2,970 a F115 534.3 +31.1 
Customs and Excise 2,189 + 39 604.2 +29.6 
Other revenue .. 280 - 58 44.9 - 47.5 
Total ordinary revenue , 5,439 - 96 1183.8 +13.4 
Debt interest (including sinking fund) 733 + 33 180.3 + 3.0 
Other consolidated fund 83 + 23.0 1.1 
Supply expenditure ' 4,259 +121 1107.1 +18.1 
Total ordinary expenditure 5,076 -155 1310.4 +22.2 
Above line surplus or deficit - +-364 - 59 —- 126.9 - 8.8 
Net deficit below line — 600 + 35* — 124.3 -29.4 
of which 
localloans (net lendingshown minus) — 13 + 32 + 16.6} +13.4 
loans to state industries, net... — 478 — 49 — 144.5 —-66.4 
Total deficit — 236 — 24f —251.2 —-38.2 


* Indicates decrease in net iota 


April-May 


June 


April-May 
June 


1958-59 


ft Indicates net repayment 





II—National Savings 


(£mns: Receipts into Exchequer reported during period) 


Savings 


Certi- 
ficates 


(net) 
+22. 
+19. 


+12. 
—- QO. 


SSS 


1 OO om 


) 


Defence 


Bonds 


(net) 
—10. 


+6 
+51 
+21 
+ 3 
+ 1 


+ 7. 
+ 9. 


5 


9 


wor NN Ue WSs) 


.8 
.6 


* After taking account of net sales through the Post Office Savings Bank 


Savings Premium Total 
Banks Bonds Small 
(net) (net) 

—131.6 — —-119.5 
— 79.3 — —- 60.0 
— 35.4 —- 61.7 
— 80.4 — — 39.2 
— 20.6 +65.0 +119.5 
—- 2.4 +58.3 +108.5 
+14.5 * ee 26.9 
— §.4 9.9 0.8 
— 4.4 +10.2 24.3 
—-12.5 + 5,1 Py 


securities other than defence bonds. 


Ways and Means Advances: 
Bank of England +" 
Public Departments 

Treasury Bills: 


Tender 
Tap 





I1I—Floating Debt 


(£ millions) 


Beginning of April* 





1956 1957 1958 


289.3 239.6 


1,306.4 1,499.4 





277.7 
3,240.0 2,860.0 3,120.0 
1,561.2 

9 


4,455.7 4,859.0 








+ Indicates increase in total deficit. 


Total 

Accrued Defence Remain- 
Interest Bond ing In- 
(net) Maturity vested* 
88.3 -45.5 6,020.9 
88.6 -38.4 6,008.7 
88.8  -28.8 6,126.2 
82.7 -50.8 6,123.6 
35.5 -38.9 6,124.0 
35.3 -38.4 6,240.0 
4.2 -5.8 6,265.0 
3.2 — 1.2 6,268.0 
12.1 —~ 4.7 6,303.0 
4.5 —- 0.4 6,309.0 


Change in three 


of Government 





July months to 
19, July 19, July 20, 
1958 1958 1957 
_—- —- -. @.3 
228.2 - 23.8 —- 30.8 
3,260.0 +140.0 +150.0 
1,615.1 34.6 +394.4 
5,103.3 +150.9 +514.0 





* First return in each fiscal year (since split of Treasury bills cannot usually be calculated 
at March 31). 





547 








Spot 


Security* 


Official Market 


3 months 
ee pl 


July 19, 


1957 
2.7833 


#$c pm 
2.774 
2.704 


° New York market quotation. 


Sterling-Dollar Exchange Rates 


July 4,F < i: 2 
1958 


May 23, June20, June 27, 
1958 1958 1958 
2.813 2.814; 2.80% 
2%cpm 2cpm 2 4c pm 
2.794 2.791 2.784 
2.79 2.784% 2.784 





+ Previous day—New York market closed. 


Britain’s Gold and Dollar Reserves 


(Millions of US dollars) 


Net Gold and Dollar 


Surplus (+) or Deficit (—) 


Financed by 


Official Private 














t Special German deposits, 














Net Special 
Yearsand With With Surplus Ameri- Payments 
Quarters EPUt Other or can and 
Areas Deficit Aid Credits 
1946 a — — 908 — +1123 
1947 — — — 1431 — +3513 
1948 —— — — 1710 682 + 737 
1949 — — — 1532 1196 + 116 
1950 + 14 +791 + 805 762 + 45 
1951 —112 — 876 — 988 199 —- 176 
1952 — 276 — 460 — 736 428 —- 181 
1953 +113 + 433 + 546 307 — 181 
1954 + 85 +395 + 480 152 — 388 
1955 — 169 — 406 — 575 114 —- 181 
1956 —211 — 415 — 626 66 + 573 
1957 — 276 —135 —- 411 26 + 525 
1957: 
I + 20 — 84 - 64 13 + 127 
II + 12 —- 21 - 9 4 + 177 
Ill — 193 — 347 —- 540 g — 
IV -115 +288 + 173 — + 250 
1958: > 
Jan - 13 +144 1+ 131 — — 
Feb + 22 +112 + 134 1 — 
Mar + 94 +-137 + 231 — — 
I +-103 + 393 + 496 1 — 
Apr + 11 +133 + 144 — — 
May + § +115 120 5 — 
June — 27 70 43 4‘ — ~ 6 
IT — 11 318 307 5 _ 6 
Main Special Items Detailed } 
Receipts 
$mn 
1946-50 US and Canadian loans.. 4,909 
1947-49 IMF loan 300 
1948 South African loan 325 
1956 Sale of Trinidad oil 177 
Sale of US Govt bonds. 30 
IMF loan , 561 1956 
1957 India’s IMF loan 200 
Return of interest on US 
loan 104 
Export- Import Bank 250 


* Source: Federal Reserve Bulletin. 
+ Portion of deficit or surplus settled in gold (in month following each accounting period). 
Canadian quarterly payment on 1942 loan and regular 
monthly funding payments to EPU countries excluded. 


§ Remainder of 1947-49 loan repaid in sterling. 


548 


a loans, 


of Balances* 











Reserves 

at End 
Change Period 

in 
Reserves 
+ 220 2696 
— 618 2079 
— 223 1856 
— 168 1688 
+1612 3300 
— 965 2335 
— 489 1846 
+ 672 2518 
+- 244 2762 
— 642 2120 
+ 43 2133 
+ 140 2273 
+ 76 2209 
+ 172 2381 
— 531 1850 
+ 423 2273 
+ 131 2404 
+ 135 2539 
+ 231 2770 
+ 497 2770 
+ 144 2914 
+ 125 3039 
+ 37 3076 
306 3076 

Payments 


1951-56 Service of US and Cana- 


etc, each 


er annum 


1954 EPU funding payment i 
IMF repayment . +r 
IFC subscription 


uly 18, 


1958 1958 
2.80% 2. ap 2.803 
1%k}cpm 1} 2kc pm 
2.785 2. 786 2.779 
2.783 2.784 2.772 


Dollar 


194 
267 
295 
236 
257 
508 
472 
49] 
428 
480 
679 
602 


645 
513 
657 
602 


690 
690 


—_—— 


181 
108 § 
14 
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INDUSTRIAL AND COMMERCIAL 


FINANCE CORPORATION 





Uneven Incidence of Credit Restrictions 





HE 13th annual general meeting of 
Industrial and Commercial Finance 
Corporation Limited was held on 


July 2 in London, The Rt. Hon. Lord 
Piercy, C.B.E. (the chairman), presiding. 





The Rt. Hon. Lord Piercy, C.B.E., 
the Chairman 


The following is an extract from the 
Chairman’s circulated statement: 


During the twelve months ended March 
31, 1958, the total value of the Corpora- 
tion’s portfolio, less provisions, increased 
by £1,179,214 to £34,288,271. Commit- 
ments at the same date amounted to 
£1,578,164, of which £1,086,135 was in 
respect of contracts and £492,029 offers to 
customers. 


During the period the Corporation ad- 
vanced £3,361,000. Of this sum £2,182,000 
was found from repayments and _ realiza- 
tions. 


{2,200,000 was called up from. share- 
holders; and at March 31 the total of 
share and loan capital stood at £32,500,000. 


The profit for the year, before interest 
and tax, was £2,457,972, compared with 
{2,348,634 for the previous year, an in- 
crease of £109,338. 


After interest and tax, the balance avail- 
£652,663 


able (£758,989). 


amounts to 


XX/ 


Added to the surplus brought forward, 
this gives a balance for disposal of £846,368. 
The Directors recommend a dividend of 
5 per cent. on the paid-up share capital, 
the same rate as last year. General Reserve 
benefits by £500,000 raising it to £3,300,000. 
The reserves begin now to bear a realistic 
proportion to the risks which the Cor- 
poration carries. £130,743 (£193,705) is 


carried forward. 


I.C.F.C. and the Credit Squeeze 


Like so many measures of a general 
kind, the incidence upon the various parts 
of the economy of the recent phases of 
credit restriction has been uneven; and so 
far as concerns the checking of the ability 
to invest, it has fallen most heavily on those 
sectors of the economy which have no 
access to the new issue market, that is 
small and medium-sized companies and 
especially new and expanding ones. ‘The 
run of applications which has come before 
us seems to suggest that this stringency has 
come at a period when there are new 
springs of enterprise among small concerns; 
and it has made more difficult the lot of 
quite an interesting crop of new ventures. 


The era of credit squeeze has now lasted 
a considerable time if its inception can be 
placed at the end of 1951. The Corporation 
was set up to provide capital funds for 
concerns without easy or ready access to 
the capital market, and particularly firms 
of small and medium size. It was set up 
with a massive background of resources, 
but every time the squeeze has deepened in 
severity I.C.F.C. has been straitened as 
regards funds. 


The developments of the economic situa- 
tion at home and abroad in the next few 
months may alike enforce the desirability 
of reviving investment in manufacturing 
industry. In that context the Corporation 
will play a useful part if it regains, as may 
be hoped, its normal ability to provide 
facilities readily for companies which have 
legitimate needs for capital, and are eligible 
borrowers, but have no ready or easy access 
to the market. 

















The 


BRITISH BANK 


of the 


MIDDLE EAST 


Satisfactory increase in figures 


SIR DALLAS BERNARD’S REVIEW 


The Sixty-ninth ordinary general meeting of The 
British Bank of the Middle East was held on 
July 22 at Winchester House, Old Broad St., 
London, E.C., Sir Dallas Bernard, Bt., chairman, 
presiding. 

The following are extracts from his circulated 
statement for the year ended March 31, 1958: 


A year ago the accounts presented to you 
showed a slight reduction from the previous 
year of some £3,000,000 in the balance sheet 
total, due largely to the effects of the Suez crisis. 
This year I am happy to report that with those 
events behind us the movement has _ been 
reversed and our cash and money at call at 
£13,738,000 is £5,100,000 higher than a year 
ago and our Investments and Treasury Bills at 
£27,674,000 are up by £4,624,000. Loans and 
Advances at £26,787,000 are up by £470,000. 

We have spent on banking premises and staff 
quarters £101,000 nearly all on the completion of 
ourbuildings in Baghdad and Aden, and propose, 
as usual, to write off £50,000 out of profits. 

The liability of our customers for credits and 
guarantees at £12,340,000 is £840,000 higher 
than a year ago. 

Turning to our liabilities, the successful issue 
during the year of an additional 500,000 
ordinary shares in accordance with the resolu- 
tion passed at our Meeting in July, 1956, brings. 
our issued capital up to £2,000,000 and a new 
item in the balance sheet, Share Premium 
Account £100,000, represents the premium at 
which these shares were issued. With the allo- 
cations now proposed the published reserves of 
the bank stand at £2,272,000. 

Current, Deposit and ancillary Accounts at 
£64,239,000 show a satisfactory increase of 
£9,500,000 on those of a year ago. 

The cost of living everywhere in the Middle 
East is rising and this naturally increases the 
expenses of the Bank. There is no sign any- 
where of a halt in the movement. In fact, the 
tendency is for costs in those territories without 
oil royalties to rise to the level of others subject 
to the inflationary effects of large oil royalties. 





Important Political Developments 

During the year under review there have been 
important political developments in the Middle 
Eastern countries in which we operate. Two 
new unions of independent Arab states were 
created there: the Arab Union which includes 
the kingdoms of Iraq and Jordan, and the 
United Arab Republic which is made up of the 
former republics of Egypt and Syria with the 
kingdom of the Yemen as a federal member of 
the group. These unions brought about the 
first modifications of the frontiers between the 
various Arab states which existed at the end of 
the second World War. 

As was to be expected, political events were 
not without their effect on trading conditions 
but our branches continued to function without 
interruption and the fact that I am able to place 
before you a satisfactory report of their work is 
due largely to the fact that the production of 
crude oil in Iran, Iraq, Saudi Arabia, Kuwait 
and other producers in the Persian Gulf came to 
a total of 170,415,000 metric tons as compared 
with 166,922,000 metric tons for the year 1956. 

Visits to Branches 
I think you will be interested to know that 
during the year under review, members of your 
Board visited no fewer than eleven of our 
branches. I myself went to Kuwait, Basra, 
Baghdad, Beirut and Amman. In Kuwait I was 
honoured by being received by His Highness 
the Ruler, who was graciously pleased to 
accept from my hands an illuminated picture of 
the Bank’s new coat-of-arms specially prepared 
for His Highness by the College of Arms. In 
Amman I also had the honour of being received 
by His Majesty King Hussein. Our Deputy 
Chairman, Mr. Eley, accompanied by Mr. 
Norman, visited Tunis, Tripoli (Libya), 
Benghazi, Aden, Bombay, Tripoli (Lebanon) 
and Beirut. 

In November, while in Aden, Mr. Eley per- 
formed the opening ceremony of our new office 
building which was completed shortly before 








his arrival. 
= 
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These visits were, of course, in addition to regu- 
lar visits paid by members of the London manage- 
ment to our overseas branches and the normal 
routine of annual inspections of every branch. 

The status of the Bank in the different 
countries depends upon the service given to the 
public and the courtesy extended to customers 
by our Staff and I am glad to say that the Bank 
occupies a position of high repute in every 
country in which it operates. Our thanks are 
due to all our Staff for the services rendered 
during the year. 

The chairman then reviewed separately the 
various areas where the Bank is established, and 
in doing so said: 





Kuwait 
The output of the Kuwait Oil Company Limited 
in 1957 was 57,286,000 metric tons compared 
with 54,982,000 in 1956. Considering the short- 
age of tankers in the early part of the year this 
was a fine achievement. 

An extension to the refinery at Mina AI- 
Ahmadi, comprising new installations of the 
most modern design, has been brought into use. 
It raises processing capacity to 190,000 barrels a 
day to meet the needs of tankers bunkering at 
Kuwait and the increased number of motor 
vehicles in use. -During the peak period of con- 
struction of the refinery manpower strength was 
almost 4,000. No less than 20 locally-owned 
Kuwaiti contracting companies participated as 
sub-contractors and the work involved the use 
of 30,000 cubic yards of concrete, 90 miles of 
piping, 33,000 tons of steel and 140 miles of 
power and control cable. 

Construction of a new oil loading jetty has 
been commenced at Mina Al-Ahmadi to in- 
crease the output of the port. It is designed to 
take the largest tankers now being built or 
likely to be built in the future. A large tank 
farm is being erected to feed the new jetty. Two 
more gathering centres were completed during 
the year. 

In the north Kuwait field, a number of new 
wells have been drilled, but will not be brought 
into production for some time. The limits of 
this field are being tested. 

In addition to this large programme, 205 
houses have been built by the Oil Company. 

State expenditure on development work 
continues at a high figure. The output of 
distilled water on which the population has to 
rely as there is no fresh water supply, has been 
increased by two million gallons a day. One of 
the four 10,000 kw. units of the new power 
Station extension under construction will 
shortly be brought into use. 

The number of motor vehicles has increased 
from about 1,000 in 1947 to about 20,000 at the 
end of 1957. 

A programme of road building, about 70 











kilometres, has been carried out during the year. 

The demand for all kinds of consumer goods 
continues to increase. It is estimated that the 
value of goods imported into Kuwait in 1957 
was £57,000,000 compared with £41,000,000 in | 
1956. 


Iraq 

Oil production in Iraq continued to suffer 
from the damage caused to the pumping 
stations in Syria in November, 1956, and 
production has not quite reached the level 
prevailing prior to that date. It is expected that 
the flow will reach the previous volume soon. 
Total production during 1957 was 21,362,000 
tons and the Iraq Government’s revenue from 
this was £48,853,000. Comparable figures for 
1956 were 30,600,000 tons and £68,840,000. 


Branches 
In Iraq we opened a new sub-Branch in the 
Karradah suburb of Baghdad in July, 1957, and 
we now have three offices in the city. Our plans 
for opening in Mosul are far advanced. 

It will be recalled that in 1953 we established 
ourselves in India, at Bombay and Calcutta, by 
taking over the branches of the Nationale 
Handelsbank. We have found by experience 
that our connections with India can be ade- 
quately served by one branch in Bombay. 
Trade between the Middle East and Calcutta is 
not sufficient to justify our maintaining a 
branch there and so it has been closed. 

In Lebanon our branch in Tripoli and our 
three offices in Beirut have all been busily 
engaged during the year and continue to 
increase their business contacts. 

In Libya our branch at Tripoli has had a 
satisfactory year and our new branch at 
Benghazi is well established. 

In the Persian Gulf we shall be opening a 
branch in the territory of the Sheikh of Abu 
Dhabi during the current year. At Dubai our 
branch continued to operate satisfactorily. 

At Qatar (Doha) our new office will be 
opened on 21st June and Sir Alec Kirkbride is 
paying a special visit to Doha to be present. 
You may now be satisfied that we have 
premises very suitable for their purpose. Our 
two new staff houses are also complete and will 
afford much improved amenities to our British 
staff. The office premises at Sharjah have been 
modernised and the Bank is now open every day. 

In Saudi Arabia our two branches at Jeddah 
and Alkhobar have had a satisfactory year. 

In Tunisia since my last report, our office in 
Tunis has opened for business and despite un- 
settling political events, of which we have all 
read, has made a good start. 

In the United Arab Republic— Syrian Region 
— our two branches at Damascus and Aleppo 
have continued their activities. 

The report and accounts were adopted. 
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WALTHAMSTOW BUILDING 
SOCIETY 


Tt 8ist Annual General Meeting of the late autumn, slowed down du iq 





the Walthamstow Building Society January, when a flow of new money w 
was held on June 24 at the Town attracted to the Society and this dual 


Hall, Walthamstow, E.17. dency has, I am happy to report, continug 


Mr. Reginald W. Beken, F.R.I.C.S. (the UP to date. 
chairman), presided and, in the course of The Rent Act: So far as Building Society 
his speech, said: are concerned it opens new fields of soug 


The two major happenings affecting and satisfactory business, and in very nat 
Building Societies during the past year cases considerably improves the margin % 
were the raising of the Bank rate from 5 to ‘S€curity on existing mortgages. | 
7 per cent. and the passing of the Rent Act. We have had to restrict lending durig 

With a high Bank rate other forms of the year to £369,788—-slightly less than f 


investment became more attractive and in Scadnieedl es ae it is hoped that if th 
particular we have had greatly increased ‘tendencies of the last few months continy 


competition from Local Authorities and the figure during the coming year ¥ 
hire-purchase finance companies. again be approaching half a_ mil 0 


"EP pounds. . 
To counter this, interest to shareholders ; ‘ 
I am confident that with the firm foung 


was increased to 3% per cent. as from \ ! 
October 1, 1957, and on January 1 last the tion of the past, combined with experiences 
Society introduced fixed-term shares bear- prudence and reasonable forward vision @ 
ing interest at the beneficial rate of 4 per the future, the Society will continue | 
cent. per annum. As a consequence with- make sound progress. ; 
drawals, which were running high during The Report was adopted. 





CAN YOU SEE 
THE TREND? 


Sb... Sines Sites Déee Shes aN 


Very easy to miss the upward flow in that series of quotations if you 
try to assess figures in your head. Yet there is some upward flow. On 
a chart the movement is clear. Now a professional service is available 
for every investor. Separate charts for each of a hundred and more 
leading securities give a six-year graph and are brought up to date 
each month. The cost? Less than twopence a chart a month! This 
could revolutionise the private investor’s approach to the markets. 
Write now for full details and specimen charts to: 





INVESTORS CHRONICLE 


CHARTS SERVICE 


72 Coleman Street, London, E.C.2. 
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